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AN INTRODUCTION 
AND 

AN OVERVIEW OF THIS BOOK 


Formal systems for strategic planning are a relatively new phenom¬ 
enon in business management. Thus, it is possible, even in a book as short 
as this one, for the reader to gain an understanding of the historical 
development of this management tool at the same time that he learns 
about the existing state-of-the-art and the likely developments in the years 
ahead. More than possible, it is really mandatory for an executive who 
wishes to feel comfortable with his command of planning technology to 
know how that technology has evolved and where it seems to be headed. 
Three points of view are useful: a retrospective, a current perspective and 
a prospective for the future. Each of these will be sketched briefly here as 
a backdrop for the more detailed readings and cases which follow. 


RETROSPECTIVE 

Planning, of course, is not a new form of mental activity for human 
beings. What was new in the early 1960s was the attempt by managers in 
large organizations to formalize this activity and to focus it on affecting 
the strategic direction of their enterprises. The most vocal and visible 
advocate of such efforts was Robert S. McNamara, who left the presidency 
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Introduction 


of Ford Motor Company in 1961 to become Secretary of Defense in the 
Kennedy Administration. At Ford, McNamara had developed a method 
of multi-year planning which helped him gain perspective on the key 
strategic decisions in that company. Fie carried that management tech¬ 
nology with him into the Pentagon, applying it to an organization more 
than ten times the size of Ford with great apparent success. Mr. 
McNamara’s abilities as a manager, and the role of long-range planning as 
an essential ingredient to his effectiveness, were widely discussed in the 
popular press. Managers of large organizations all over the country began 
wondering if they, too, should attempt such an effort. 

Managers appear to be just as susceptible to fads as any other groups of 
people, and it would take ten years for the surge of interest in this new 
management technique to run its course. There can be little doubt that 
some companies attempted to formalize their strategic planning during 
the 1960s simply because it was the thing to do. But there were substantive 
reasons, as well. The 1960s in the United States was a period of steady 
economic growth and general prosperity. Corporate executives, realizing 
that they had many attractive opportunities for growth, also realized that 
they had to choose. Many businesses during this period chose to diversify, 
sometimes through acquisition, and to enter international markets. These 
strategic moves increase the managerial complexity of large corporations 
in geometric fashion. The problem was particularly intense at the top of 
such corporations, and new technology was clearly needed to help top 
management cope with an increasing array of strategic decisions. 

Formal long-range planning seemed almost like a godsend to these 
executives. Its primary virtue was that it focused on the right set of issues. 
Chief executives knew how easy it was to let current operating problems 
absorb all their time, and someday we’ve got to do some planning around 
here.” Announcing that his organization would undertake a formal pro¬ 
gram of strategic planning was almost like a public announcement that he 
was going to quit smoking: It forced the chief executive to attempt to 
change his own behavior in a way that he knew was desirable. Such an 
announcement was also warmly received by most second and third level 
executives because they, too, were concerned about the strategic direction 
of the corporation to which their careers were attached. The 1960s was 
also a period of rapid progress in the professionalization of management. 
These younger executives particularly, many with graduate school train¬ 
ing, embraced formal planning as a natural extension of the rational, 
analytic approach that they applied to operating problems. 

To be briefly autobiographical, when our collaboration began in 1968, 
managerial interest in the design of strategic planning systems was mush¬ 
rooming. Our research, assisted by many colleagues at Flarvard Business 
School, found a natural and eager clientele. A presidential announce- 
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merit that the company would begin long-range planning was almost 
always accompanied by the simultaneous creation of a new executive 
position: Vice President for Planning. The first incumbents in those 
positions were lonely people indeed. The new position was obviously 
important, but they had no precedents to follow in attempting to create an 
effective planning process where none existed before. Their greatest 
need was to learn how their counterparts in other companies had ap¬ 
proached the task, and they were also willing to share their own experi¬ 
ences. During the five years of 1968-1972, most of the cases in this book 
were prepared. These planning executives also needed direct contact 
with each other, and during those same five years, more than a thousand 
such executives attended short executive workshops sponsored by Har¬ 
vard Business School. 

The development of strategic planning systems matured very rapidly 
during those years, and for two quite different reasons. First, a great deal 
was learned about the design of such systems. Massive amounts of high- 
quality talent were devoted to the task by hundreds of executives and 
scores of academicians. These experiences were pooled in a more or less 
organized way and some common wisdom began to emerge. The second 
cause of the sudden maturation of formal strategic planning was quite 
different: the economic recession of 1970-71. Top corporate managers 
suddenly realized that good strategic planning did not insure corporate 
success. The next question was inevitable: Do we need a Planning 
Department at all? Our informed, but undocumented estimate is that 
somewhere between a quarter and a third of the Corporate Planning 
Departments were either decimated or completely eliminated during that 
recession. It was a sobering experience, even for those who survived. The 
fad was clearly over, and the survivors knew that they had “arrived”—that 
the planning activity had been carefully reexamined and found to earn its 
keep. In those companies where the planning activity failed, the soul- 
searching was even more intense. Most of those companies would make 
another attempt to design an effective process, once the wounds had 
healed, but the effort would be much more cautious and thoughtful. 

This history is important, we think, for anyone attempting to learn to 
design an effective strategic planning system. One reason for its impor¬ 
tance is to permit the reader to place the cases in this book into a proper 
historical context. It is not possible to properly evaluate the planning 
activities described in these cases without some sense of the state of the art 
at the time. Even more important, it is possible to learn from history. Each 
of the cases here provide one or more specific lessons, and there are some 
general lessons as well. We will state these general lessons, as we perceive 
them, in terms of our current perspective on the design of strategic 
planning systems. 
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PERSPECTIVE 


Sorting through our experiences in studying planning activities at 
dozens of corporations, we have winnowed out five fundamental charac- 
tenstics of effective strategic planning systems. Stated baldly, as we do 
below, these characteristics sound obvious—almost vapid. We think it 
important to state them simply, however, because the successful de¬ 
velopment of those characteristics in a planning system is not easy; we 
have seen too many failures as testimony to that fact. These characteristics 
wdl appear repeatedly in both the cases and readings in this book, and our 
hope is that by the time you have finished this book you will have a deeper 
understanding of both the importance of these characteristics and the 
subtle ways that they must be nurtured. 


General Manager Ownership. Strategic planning is a line-management 
function, and the corollary of that is that a strategic planning system must 
be designed by the general managers who will use it. There is a role for a 
staff planning officer in both the original design and the continuing 
maintenance of a planning system, but the wise professional planner has 
to learn to get his kicks in strange ways. The greatest danger is for him to 
become identified as the author of the planning system. A better way for 

lm to view his role is as the builder of a planning system according to the 
architectural specifications laid down by line managers. General mana¬ 
gers must feel that they own the system or they will not use it. 

The contents of this book reflect that perspective. Almost all of the 
articles reprinted here were originally published in journals aimed at 
general managers not staff planners. The cases are also realistic in this 
regard; the central figures in most of the cases are top line executives The 
cases would not be instructive at all if they did not permit insights into the 
personalities of men like Cushman of the Norton Company, Thorn- 
brough of Massey-Ferguson, and Rockwell of State Street Financial Cor¬ 
poration. The fact that the planners in these cases appear rather colorless 
ts a fact—they ought to be, if they are to be effective in their roles. 

Decision Orientation. An effective strategic planning system must help 
hne managers make important decisions. The danger-particularly at the 
hands of an overzealous staff planning executive—is that the planning 
system takes on a life of its own, and the production of massive planning 
documents becomes an end in itself. Line managers are not interested in 
plans; they like to make decisions. If the planning system helps their 
decision-making process, they will devote vast amounts of time to it If the 
planning system requires filling in a myriad of boxes on innumerable 
lorms, line managers know how to cope with that, too. The greatest 
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strength of most operating managers is that they are effective delegators, 
once they have routinized an activity to the point where it can be handled 
by a subordinate. Important decisions by definition, cannot be handled by 
a subordinate. The clear message for systems designers is to keep the 
focus on the decisions to be made, not on the routine presentation of 
information. 

Process, Not Structure. An effective planning system is not a system at 
all; it is an attempt to organize the process by which line managers work 
together in resolving strategic issues. The title of this book is not inten¬ 
tionally misleading; we do regard an organized planning process as a 
system, in the sense that it can be consciously designed. The important 
distinction can best be drawn by contrasting a planning system to other 
common management systems such as a performance reporting system or 
a capital budgeting system. In those systems, the major focus is, appropri¬ 
ately, on the design of documents—the content and format of informa¬ 
tion provided by one manager to another. In our view, the most critical 
design feature for a strategic planning system is the schedule of planning 
meetings, not the documents to be presented at those meetings. A well- 
designed planning calendar specifies when a meeting is to be held, which 
executives are to be there, what the agenda is to consist of, and how much 
time is to elapse until the next meeting. Between such meetings, a great 
deal of work will need to be done, but attempting to structure how that 
work is to be performed is far less important than assuring that the right 
cast of characters has been assembled at the right point in time to discuss 
the right issues. 

Situational Design. An effective strategic planning system is unique to 
the corporate environment in which it resides. One of the primary bene¬ 
fits of studying cases in this book is in the documentation they provide for 
that obvious fact. Companies are unique in a great many dimensions: the 
degree of the diversity of their operations, the industries in which they 
operate, and their strategy in each of those industries. Even more impor¬ 
tant in many circumstances are the personalities of the people in the 
organization and the organizational climate or culture in which they work 
together. The age and history of a company and the extent to which its 
managers are homogenous in terms of shared values and their orienta¬ 
tion toward the world can be very important elements in the design of a 
planning system. We shall try, particularly in Part II of this book, to 
provide some more specific guidelines, but the overriding design rule is 
that there is no general design. 

Evolutionary Design. Finally, an effective strategic planning system 
changes continually. One reason, of course, is that the corporate situation 
is always changing as a result of changes in the external environment as 



xiv 


Introduction 


well as shifts in organizational structure and power. In addition, we 
believe that a good argument can be made for change for the sake of 
change. If the system becomes too routinized, those great delegators will 
devote less and less attention to it. Alternatively, a strategic planning 
system can serve as a continual challenge to line managers, encouraging 
them to attempt to look at their business in a different way this year than 
they did last year. We view strategic planning systems as a major tool for 
improving the sophistication of managers, and that is a task that can never 
be completed. 

PROSPECTIVE 

What does the future hold for the further development of a strategic 
planning system in large organizations? With the perspective stated just 
above, the reader ought to be able to anticipate some of our forecasts. One 
prediction that might be counter intuitive is that we foresee a reduced 
visibility for strategic planning systems in the future. 

What really happened in the 1960s was that many companies realized 
that they needed to make a rapid improvement in the strategic orientation 
of their line managers in order to permit those managers to work together 
more effectively in resolving strategic issues. An explicit, highly visible 
formal system was one way to meet that objective, even if it also involved a 
certain amount of bureaucratic documentation and red tape. In many 
companies, that objective has now been achieved, and some of the trap- 
prngs of the formal apparatus can be allowed to wither. In those com¬ 
panies, strategic planning has become a natural process for managers 
with the proper orientation who are focused on the right set of key 
decisions. For those fortunate companies, this book will be of little value; 
they already know how to do effective strategic planning in their orga¬ 
nization, and need have little concern about how other companies have 
approached that task. For other companies that aspire to reach that 
condition, the help that may be provided by this book should be tempered 
with the realization that the objective is not to build a bigger and better 
planning system but to build one that is so effective that, eventually, it is 
almost invisible. 

Two other predictions about the future of strategic planning also seem 
reasonably safe. First, we will continue to see an increasing sophistication 
in the analytic tools used by managers to evaluate strategic alternatives. 
Computer-based models went through a fad of their own during the 
1960s, producing the inevitable rash of horror stories. That learning 
curve is also behind us, and as illustrated by the American Airlines case in 
Part III of this book, a sophisticated and practical computer model is not 
necessarily a contradiction in terms. Second, managers will continue to 
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develop innovations in both their management systems and in the eco¬ 
nomic models they use to conceptualize their business. The other two 
cases in Part III simply illustrate this with the matrix form of organization 
(A. B. Astra) and the conscious management of development expenses 
(Texas Instruments). In many cases, innovations such as these will find 
their implementation facilitated by appropriate modifications in the 
strategic planning process. 

But no one can foretell the future—not the world’s greatest strategic 
planners, nor the academicians who observe them. The future is uncer¬ 
tain, and that’s why the world needs its never-adequate supply of intelli¬ 
gent, energetic managers. They are the ones who will bring forth the new 
developments in strategic planning. By observing them, we will learn 
from them—and hope that we can reciprocate by facilitating the educa¬ 
tion of their counterparts in other companies. 


Peter Lorange 
Richard F. Vancil 
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PART ONE 

Strategy, 

Structure, and Style 


The purpose of the first part of this book is to prosent an ovorviow of the strategic 
planning task and to illustrate how planning is affected by such situational 
characteristics as corporate strategy, organizational structure, and management 
stylo, In the course of the discussion, we will outline tho major features of a 
generalized approach to strategic planning. 

The? first rending, "Strategy Formulation in Complex Organizations,” provides a 
detailed description of how strategy can be formulated to keep pace with changing 
environments. All too often, managers judge strategy formulation in a complex 
organization to be a one time event rather than a dynamic process. In our approach, 
institutional strategy is treated as a complicated but interconnected set of individual 
strategies, which are formulated and pursued by the managers who are responsible 
for making them successful, 

In the next reading, "Strategic Planning in Diversified Companies,” we propose a 
conceptual scheme for strategic planning based on two major assertions. First, 
there is a three -level hierarchy of strategic planning tasks reflecting the division of 
labor among management At the corporate level, the concern of the chief executive 
will be the development and implementation of a corporate strategy and plan for the 
overall balance of business activities, that is, a corporate or "portfolio” plan, At the 
division level, the division manager will be responsible for development of a strategy 
and plan for the specific business that his division is in, that is, business planning. 
Finally, at tho functional level, the department manager will attempt to develop 
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specific action programs to implement the plan of his division, that is, (largely) 
Interdepartmental programming. This differentiation of major strategic planning 
tasks will prove extremely useful for putting the necessary focus into planning at the 
three levels of a corporation while providing a mechanism for overall coordination. 

The second major assertion is that the planning process should focus on 
strategic and often long-term decisions through a process of gradually narrowing 
down strategic options. Specifically, we propose that gradual organizational 
commitment can be reached by having the appropriate executives participate in 
three “cycles" of planning. The first cycle, which might be labeled “objectives 
setting,” involves determining overall portfolio objectives as well as appropriate 
charters and objectives for each division. The second cycle, which we call the 
“programming cycle,” focuses on the development of specific plans for each 
organizational unit. Finally, the “budgeting cycle” arrives at detailed and shorter 
term budget choices consistent with the strategic direction in which the firm wants 
to move. This “three by three” scheme—a three-level hierarchy and three 
cycles—gives a useful starting position for the design of a planning system that 
provides adaptation to environmental opportunities and threats facing all or part of 
an organization, as well as integration and consistency among the long-term 
^activities of the firm. 

Designing a strategic planning system for a company requires matching the 
system’s characteristics to the company’s situational setting. Hence, there is no one 
planning recipe for general use. In the “Five Pillars for Your Planning” reading, 
however, the claim is made that there nevertheless seem to be a few universally 
applicable musts of strategic planning. One is that the planning system should 
help to formulate strategic choices and not serve merely as an extrapolative 
numbers-generating exercise. A seco nd must states that the plans must be 
understood at all levels in the hierarchy; that is, communication, opinions 
interaction, and iterations are to be stressed. Third, the plans must be consistent in 
formats, methods, deadlines, and such, so thaFconfusion in planning reviews and 
consolidations can be minimized. A fourth message is that the planning system 
should be integrated with other management systems, acknowledging that they are 
elements of the firm’s one administrative system. Finall y, line managers must be 
centrally involved in planning; otherwise the necessary commitment to carry out the 
planning decisions will not be achieved. It is useful to acknowledge these five tenets 
in order not to repeat the errors of others, remembering nevertheless that the 
planning system must be tailored to a given setting. 

The four case studies in Part I of the book all address strategy formulation and 
esign of the basic structure of a planning system. The corporate settings are quite 
different, but we shall see that the elements of the overall conceptual planninq 
structure are essentially the same. 

The first case raises the question of designing a planning system within Gotaas- 
Larsen Shipping Corporation, a division of I. U. International Corporation. This 
business is characterized by heavy fixed capital investments and is subjectto widely 
oscil ating freight rates and fierce international competition. The number of people 
employed on the ships is quite substantial, but the strategic decision-making group 
is exceptionally small. Thus, the case provides a good opportunity for identifying and 
monitoring key strategic variables and for suggesting what form the strategic plan- 
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ning activities should take. The issue of risk-exposure associated with the strategy is 
prominent among our considerations. 

The second case, Norton Company (A), discusses the process of starting up a 
formalized strategic planning activity in a quite diversified corporation. The steps 
taken by Norton, the issues and problems encountered, are quite typical of what we 
have seen a number of companies face during the initial planning effort stage: what 
should be the nature of the goal-setting process, in terms of the degree of initiative 
coming from the corporate level versus the divisions, and the degree of specificity of 
the goals? What should be the proper role of the corporate planner? How much and 
in what way shou Id the chief executive be involved? What should be the format of the 
review meetings and what substantive issues should be reviewed? What planning 
activities might fruitfully be carried out by the divisions to improve their business 
strategies? The case illustrates how reasonable people committed to planning go 
about facing those and other common start-up issues. 

The Norton Company (C) case raises several issues regarding the evolution of a 
strategic planning effort during the years following the start-up. The planning effort 
becomes complicated by the fact that the company has been running into a harsher 
competitive climate and, therefore, finds itself in a situation with adversely changing 
economic conditions. One task then is to explore ways of improving the effective¬ 
ness of planning during a profit squeeze. Another factor influencing the evolution of 
the planning system is turnover of top management. What impact should the style of 
the chief executive have on the design of the planning process? And what changes 
in planning are needed as a response to a changing corporate strategy? The case 
gives an important example of the need to manage the evolution of a planning 
system, so that it stays in consonance with the changing situational setting. Also, the 
case illustrates the changing balance between longer time adaptation to new 
environmental opportunities and shorter time integration with ongoing operations. 

The final case in Part I, Continental Oil Company: Coordinating and Planning, 
presents a company that is heavily engaged in a few narrow businesses, with the 
major thrust of its activities in one business, oil. Continental Oil is an example of the 
quite centralized planning that typically takes place in an integrated oil company. In 
line with its needs for financial coordination, the company has a long tradition of 
financially dominated long-range planning. The case gives a detailed account of the 
evolution of planning, (.'specially in terms of achieving a good balance between 
adaptation to long term environmental opportunities (and threats) and shorter term 
coordination. It reevaluates a planning system ttiat lias been effective in the past 
and explores wfiat systems design changes may now be appropriate and feasible. 
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STRATEGY FORMULATION IN 
COMPLEX ORGANIZATIONS* 

Richard F. Vancil 


The primary source of cohesiveness in an organization is strategy. To 
be effective, however, strategy must be more than just a ringing statement 
of purpose or objectives. It must also provide guidance that will assist 
subordinate managers in deciding how to proceed toward achieving the 
objectives. Furthermore, strategy should help to weld an organization 
together by developing among the members of the management team 
both a shared belief in the efficacy of major action programs and a shared 
commitment to execute those programs successfully. The purpose of this 
article is to discuss how strategy can be formulated in such a way that it will 
be more than simply a statement of purpose but will have an active role in 
shaping decision making in a complex organization. 

SOME DEFINITIONS 

Before we proceed we must define three words- strategy, objectives, and 
goals. This is necessary because these words will be used in this article to 
convey a specific meaning which is not always synonymous with their 
common use in business. 

Strategy. The strategy of an organization, or of a subunit of a larger 
organization, is a conceptualization, expressed or implied by the organization’s 
leader, of (1) the long-term objectives or purposes of the organization, (2) 
the broad constraints and policies, either self-imposed by the leader or accepted 
by him.from his superiors, that currently restrict the scope of the organization’s 
activities, and (3) the current set of plans and near-term goals that have 
been adopted in the expectation of contributing to the achievement of the 
organization’s objectives. 

This definition is intended to be read twice. Reading it first and 
ignoring the italicized words, the definition is not significantly different 
from the several that already exist in the literature. 1 The second reading, 
focusing on the italicized words, emphasizes three important additional 
aspects of this definition of strategy. First, the definition applies not only 

^(Reprinted from Sloan Management Review/'winter 1976) 

‘See K. R. Andrews, The Concept of Corporate Strategy (Homewood, Ill.: Dow Jones-Irwin, Inc., 1971), p. 18. 
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to the organization as a whole but to every major component of the 
organization. The “broad constraints and policies,” which is what most 
businessmen mean by the term “strategy,” may be either self-imposed or 
handed down from above. Strategy in a complex organization is con¬ 
ceived in a hierarchy and there are many levels of strategy in such an 
organization. Second, the strategy of an organizational component is 
never really “handed down”; it is conceived by an individual, the leader of 
the organizational unit, and this definition makes his role explicit. Third, 
the strategy of an organizational unit is dynamic. At any point in time, it 
expresses the current constraints, policies, and plans, but the likelihood of 
change in these statements is widely recognized throughout the organiza¬ 
tion. These three characteristics of strategy, as noted above, have major 
implications for the development of management systems in the organi¬ 
zation. 

Objectives and Goals. These two words, often used interchangeably by 
businessmen, can be differentiated to convey two quite different con¬ 
cepts, as implied in the definition of strategy above. The distinction 
between these two concepts is important, because a statement of strategy 
needs them both. The delineation of objectives and goals serves two 
different management purposes. 

An objective is an aspiration to be worked toward in the future. A goal is 
an achievement to be attained at some future date. However, these short 
definitions fail to convey the essence of the difference between these two 
concepts, that is the distinction between “reach” and “grasp.” For exam¬ 
ple, one of John F. Kennedy’s objectives in 1960 was to reestablish and 
maintain this country’s position as a leader in the fields of science and 
technology. One of his goals was to land a man on the moon and return 
him safely before the end of the decade. 

The difference between objectives and goals may be drawn in terms of 
the following four dimensions. 

1. Time Frame. An objective is timeless, enduring, and unending; a goal is 
temporal, time-phased, and intended to be superseded by subsequent 
goals. Kennedy’s goal for the ’60s was achieved, and it did contribute 
toward his objective, but new goals for the ’70s are needed for the “mainte¬ 
nance of leadership” objective. 

2. Specificity. Objectives are stated in broad, general terms, dealing with 
matters of image, style, and self-perception; goals are much more specific, 
stated in terms of a particular result that will be accomplished by a specified 
date. It is because of their open-endedness that objectives can never be 
achieved while goals can. We may believe that landing the first man on the 
moon did reestablish our scientific leadership, but that perception may not 
be universally shared. To shift the analogy, we clearly won a battle, but not 
necessarily the war. 
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3. Focus. Objectives are usually stated in terms of some relevant environment 
Which is external to the organization; goals are more internally focused 
and carry important implications about how the resources of the organiza¬ 
tion shall be utilized in the future. Objectives are frequently stated in terms 
of achieving leadership or recognition in a certain field. A goal implies a 
resource commitment, challenging the organization to use those resources 
m order to achieve the desired result. 

4. Measurement. Both objectives and goals frequently can be stated in terms 
that are quantifiably measurable, but the character of the measurement is 
different. Quantified objectives are stated in relative terms. For example, 
the managers of one growth company have stated that their objective is “to 
achieve a compound rate of growth in earnings per share sufficient to 
place its performance in the top 10% of all (relevant) corporations.” This 
objective may be achieved in any one year, but it is timeless and externally 
focused, providing a continuing challenge for the management of that 
company. A quantified goal is expressed in absolute terms. Several years 
ago, the president of a diversifying aerospace corporation stated that the 
company would “achieve 50% of its sales revenue from nongovernment 
customers by 1970.” The achievement of that goal can be measured 
irrespective of environmental conditions and competitors’ actions. 

In order to prepare an effective statement of strategy in a complex 
organization, the distinction between objectives and goals must be recog¬ 
nized. Objectives are the first element in a statement of strategy; goals are 
the last. In the time that elapses between the delineation of these two 
statements, there must be a great deal of interplay between the managers 
at various levels in the organization’s hierarchy. This complex process of 
starting with a statement of objectives and working toward the develop¬ 
ment of more specific goals will be discussed at length later in this article. 
First, however, we will discuss the three major elements of effective 
strategy. 


CHARACTERISTICS OF EFFECTIVE STRATEGY 


. T he effectlveness of a particular strategy can be appraised from two 
different perspectives. First, of course, is the question of whether or not 
the strategy is right for the organization in its particular situation. Does it 
provide a proper match between environmental opportunities and orga¬ 
nizational resources? Second is the more subtle question of whether or not 
the strategy has been constructed in such a way that it facilitates the 
management processes of the organization. Evaluated from this second 
point of view, an effective statement of strategy has three characteristics 
that are not commonly recognized. 


Operational Guidance. The guidance that a statement of strategy pro¬ 
vides for subordinate managers is usually cast in the form of what not to do 
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rather than in the form of what to do. Such guidance, then, is really a set of 
constraints on appropriate organizational actions. These constraints are 
usually not stated explicitly both because it would be impractical to do so 
(the list would be too long) and because constraints have a negative 
connotation. Thus, an airline, for example, does not say that its strategy is 
not to be in the chemical business or not to be in the textile business, but 
rather that it is “to be a leader in the air transportation industry.” The 
value of such a statement is not what is says explicitly, but the implicit 
message that a great many other activities which do not fall under the “air 
transportation industry” umbrella are to be ignored. 

The guidance provided by a statement of strategy must be pervasive 
and operational. The statement must provide guidance to all the man¬ 
agers in the organization in sufficiently explicit terms to allow each man¬ 
ager to proceed with his tasks in the knowledge that his actions 
are consistent with the objectives of the organization. No single statement 
of strategy will suffice to provide this kind of guidance in a complex 
organization. Instead, many layers of strategy are needed, each layer 
being progressively more detailed to provide strategic guidance for the 
next level of subordinate managers. As the diversity and complexity of an 
organization increase, the degree of specificity of strategic guidance pro¬ 
vided by corporate-level management appears to decrease. The strategy 
of a conglomerate corporation cannot be stated nearly as crisply as that of 
an airline. Nevertheless managers at lower levels of the conglomerate 
need guidance analogous to that provided to airline managers, and they 
receive it through a progressive delineation of the strategy of each major 
operating unit. 

Personal Commitment. Another characteristic of an effective statement 
of strategy is that it is drafted by the manager who must carry it out. This is 
obviously true for a corporate president who has no superior officer to tell 
him what the limits should be on the scope of the corporation’s activities. 
Surprisingly perhaps, it is equally true for several levels of subordinate 
managers in a well-run corporation. 

A personalized strategy is feasible in a complex organization if the 
statement of strategy is drafted carefully. As discussed earlier, the 
superior manager devises his strategy and expresses it in the form of 
constraints on the scope of the activities of his subordinates. However, he 
should take care to leave them some discretion as to how they operate 
within those constraints. Each subordinate manager will then accept (or 
challenge) those constraints, devise “his” strategy within them, and in turn 
express his strategy to his subordinates in the form of constraints on their 
activities. The resulting series of progressively detailed statements of 
strategy are personalized, in the sense that each manager can see his 
imprint on his part of the series. Furthermore, they are integrated 
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throughout the organization as a whole, because each statement is 
consistent with the constraints imposed by higher authority. 

Two of the several advantages of personalized strategies deserve men¬ 
tion here. First, encouraging each manager to use his imagination to 
devise the best strategy he can increases the vitality and creativity of the 
organization. In a complex organization, no one man, not even the 
president, can identify all the opportunities that exist, and a framework of 
progressive constraints that elicits personalized strategies multiplies the 
sources of initiative in the corporation. Second, a personalized strategy 
engenders a personal commitment. As Andrews says, in discussing the 
relevance of personal values in the determination of strategy, “Somebody 
has to have his heart in it.” 2 

Expectation of Change. Finally, an effective statement of strategy 
should recognize explicidy that it is a temporal document. Whereas the 
objectives of the organization, particularly if carefully drawn, may not 
change perceptibly over time, the scope of its activities is likely to change 
in an expansionist fashion and the organization’s major plans are almost 
certain to change as it continues to adapt to its dynamic environment. The 
inevitability of an evolving strategy does not mean that managers should 
not take the trouble to make the current strategy explicit or that the task 
should be done in a casual manner; it does mean that any such explicit 
statement should be viewed as only currently useful. The implication of 
this is that provision must be made in the management process for a 
periodic review and revalidation of all levels of strategy. 


TRADEOFFS IN STRATEGY FORMULATION 

It is now necessary to look briefly at some of the problems which plague 
any individual manager in developing his own statement of strategy. Even 
if we ignore, for the moment, the complexities that arise because his 
organization is a part of a larger complex, his task is a difficult one. His 
approach to this task must be both rational and emotional, his analysis of 
his situation both coolly analytic and unabashedly subjective. As Professor 
Andrews has described so well, the strategist seeks to reconcile conflicting 
forces. He must deal simultaneously with four questions; What might we 
do? What can we do?, What do we want to do?, and What should we do? 
Obviously, the strategy that results from this analysis is based on the 
manager’s personal perception of opportunities, his personal assessment 
of the strengths and weaknesses of his organization, and his personal 
aspirations and values. 


2 See Andrews, The Concept of Corporate Strategy , p. 117 . 
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In terms of the definition given earlier, strategy consists of three 
elements: (1) objectives, (2) constraints and policies, and (3) plans and 
goals. While these three elements are not determined independently in a 
neat, chronological sequence, it is convenient to discuss them as though 
they were. 

Objectives. The most personal element of an individual manager’s 
strategy is the setting of objectives for his organization. If the task is 
difficult (and it need not always be), the trouble is frequently caused by a 
conflict between the manager’s personal aspirations and values on the one 
hand and his professional or positional obligations on the other. Al¬ 
though the nature of the professional obligation varies with the level in 
the organization, even the highest officer must recognize that the orga¬ 
nizational objectives he sets are not the same as his individual objectives. 
For the chief executive officer, the restraints imposed by his position are 
primarily external; his objectives for the organization must attempt to 
relate it to the broader society in which it exists. For a manager at a lower 
level, personal aspirations must be balanced off against the obligations 
inherent in his position as the leader of a subunit within a larger organiza¬ 
tion. For any manager, this tradeoff is essentially subjective; his aim is to 
frame a set of objectives for his organization which acknowledges his 
positional responsibilities and which is consistent with his own desires and 
beliefs. 

Constraints and Policies. Determining the scope and balance of an 
organization’s activities is a somewhat more analytical process and is 
always difficult. In simplistic terms, this task consists of finding the most 
appropriate match between environmental opportunities and organiza¬ 
tional resources; the best set of activities to engage in are those which take 
best advantage of the organization’s strengths, thus permitting the most 
progress toward achieving the organization’s objectives. However, be¬ 
cause the time frame involved is so long, this description of the task is 
insufficient. Stated more realistically, the task is to find a match between 
opportunities that are still unfolding and resources that are still being 
acquired. Substantial uncertainty exists on both counts. Opportunities 
may not develop in the direction or at the rate expected, and the organiza¬ 
tion may not be able to acquire new resources as effectively as the manager 
had hoped. Thus, determining the boundaries on an organization’s 
sphere of activities is best conceived of as positioning the organization so 
that it will be able to capitalize on future opportunities. The choice that 
this presents for a manager is not simply the result of a neat, economic 
analysis. It is true that the choice needs to be wrapped in the cloak of 
rationality, if only to make it more communicable and to engender the 
commitment of subordinate managers. However, the choice is inevitably 
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influenced, and appropriately so, by the manager’s own perceptions and 
assessments as well as by the aspirations and obligations that he recog¬ 
nized in framing the organization’s objectives. 

Plans and Goals . The most specific element of strategy, that is the 
tangible plans for near-term actions and the results expected from those 
actions, is the most amenable to rational analysis. Here again the 
manager s task is to match opportunities and resources, but the choice 
must be based on the current situation or on what the situation will be in 
the very near future. The limitations on a purely rational solution occur 
because of the familiar tradeoff between short-term goals and long-term 
objectives. A manager’s plan of action may be optimal, in the sense that he 
believes he has achieved the best balance across the time dimension, but 
that is still a personal belief. He may even attempt to prove the validity of 
his plan quantitatively, but it is almost inevitable that any such proof will 
ultimately rely on premises drawn from the broader elements of strategy 
discussed above. 

A statement of strategy, then, is highly situational for two reasons, 
irst, the strategy must reflect the organization as it now exists, its current 
activities, and its current set of resources. Second, and at least as impor- 
tant, t e strategy for an organizational unit is determined by an indi- 
vidual; it bears the mark of his character, perceptivity, and personality. 
The process of permitting each manager in a complex organization to 
develop his own unique strategy is the topic to which we now turn. 

THREE LEVELS OF STRATEGY 

Generalizations about strategy are difficult, not simply because any 
statement of strategy is situational, but also because strategy in a complex 
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organization is so detailed. Most literature on the subject stops short of 
exploring this detail because it is so messy. We will take the other tack here 
in order to provide a description that may be useful to practicing manag¬ 
ers and more specifically to designers of long-range planning systems. 

Even this first attempt at a detailed look at strategy must be simplified 
to some extent. In this article, we shall deal with a crude stereotype of a 
diversified corporation. Such a corporation, as shown in Figure 1, is 
conventionally organized into product divisions each with its own general 
manager which we will call the business manager. The principal subordi¬ 
nates of the business manager will be called activity managers. 

Strategy, even in this simplest of all complex organizations, is an 
intricate web of personal statements by managers at each of the three 
levels in the hierarchy. Figure 2 displays the elements of strategy for each 
of the three types of managers. In order to understand that figure, it must 
be read both horizontally and vertically. The horizontal reading is the 
most appropriate to discuss first; it will permit us to examine each state¬ 
ment of strategy from the point of view of the individual manager who 
enunciates it. Viewed from this perspective, the strategy for this illustra¬ 
tive organization may be conceived of as an amalgam of about three dozen 
individual strategies: one corporate strategy, five divisional strategies, 
and perhaps six activity strategies within each division. If properly pre¬ 
pared, these individual statements form an interrelated set. However, it is 
important to realize that each such statement must be capable of standing 
alone. 

Corporate Managers. The statement of strategy expressed by the top 
manager of a diversified corporation can be broken into the three ele¬ 
ments shown in Figure 2. Corporate objectives consist of two broad 
types: financial and nonfinancial. Financial objectives recognize the 
corporation’s obligation to its shareholders and express management’s 
aspirations for fulfilling shareholder expectations. It is increasingly rare, 
however, for corporate presidents to endorse the simplistic objective of 
“maximizing earnings over the long run.” Instead, by stating the financial 
objectives in terms relative to what the managers of other corporations are 
able to achieve, the president recognizes that the performance of his 
company must be evaluated in the context of the economy as a whole. 

In addition to setting financial objectives, many presidents today find it 
desirable to make explicit the social and ethical obligations of their cor¬ 
poration. Nonfinancial objectives may go beyond mere statements of the 
corporation’s intention to be a good citizen; a corporate “creed” or some 
similar statement of the personal values shared by individuals in the 
organization is not uncommon. For example, such statements have been 
used for decades in large retailing organizations, such as J. C. Penney, 
Avon Products, and the Jewel Companies. The ability of these objectives 
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to provide a set of ethical guidelines for a large number of employees 
dealing with an even larger group of customers would suggest that their 
value need not be restricted to retailing organizations. 

The constraints and policies segment of corporate-level strategy con- 
sists of two types of statements. One type, statements of financial policy, 
may not always be critical to the success of the enterprise. Nevertheless, 
these statements are necessary because there are some elements of finan- 
cial management, such as dividend policy, which corporate management 
cannot delegate to subordinates. 

The other type of constraints/policies statement deals with the most 
crucial element of corporate strategy—the diversity of corporate ac¬ 
tivities. At a minimum, this statement identifies the industries in which the 
corporation is currently involved and revalidates an intention to restrict 
corporate activities to those industries over the long term. The top man¬ 
agers of corporations that are continuing to diversify have a somewhat 
more difficult problem. One useful way of specifying a constraint on the 
scope of corporate activity in such situations is to identify the major types 
of business opportunities which seem to capitalize on the resource capa¬ 
bilities of the corporation. Because the opportunities and the resources 
must be stated in rather general terms, the resulting statement lacks 
specificity. Still, this sort of statement provides a great deal more guidance 
for subordinates than a simple statement of the prospective financial 
performance that is required before a corporation will enter a new busi¬ 
ness. With the exception of only a few “pure” conglomerates, diversiflca- 
tion actions rarely are based solely on financial criteria, and a thoughtful 
statement of corporate strategy can make the other criteria more explicit. 

Finally, a corporate-level statement of strategy must specify the current 
set of major plans that are to be pursued in the years immediately ahead. 
In very crude terms, the feasibility of such plans must be related to 
corporate financial policies. The financial resources necessary to execute 
the plans need not be in hand, but their availability must be foreseeable. 
Despite the fact that the prospective distribution of funds across the range 
of corporate activities is highly tentative, subordinate managers must be 
given some idea of this distribution so that they may plan in sufficient 
detail. Similarly, though the prospective effects of such allocations are 
even more tentative, such goals must be stated in order to provide corpo- 
rate management with a crude test of the feasibility of all the elements of 
its strategy. 

Business Managers . In terms of the hypothetical organization cited in 
Figure 1, the manager of a product division is a business manager. He has 
been delegated the responsibility for formulating and implementing 
strategy in one of the industries in which a diversified corporation is 
engaged. Given that set of responsibilities, the statement of strategy which 
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the business manager enunciates contains the same three elements noted 
above for corporate managers, but the scope and substance of the strategy 
are different. 

Long-term objectives for a business manager in a hierarchical corpora¬ 
tion must acknowledge the limitations in scope that are inherent in his 
position. The range of his activities is usually proscribed within the natu- 
ral boundaries of an externally definable industry. Accordingly, his objec¬ 
tives for the business may be stated in terms relative to the performance of 
other companies in the same industry. Objectives need not be limited to 
financial performance; statements expressing an aim to achieve (or re¬ 
tain) a position as the industry leader in, for example, product develop- 
ment or customer service are also highly desirable. Such statements serve 
both to express the manager’s aspirations to his subordinates and to 
encapsulate the essence of his strategy. 

The cornerstone of business strategy is the concept which Professor 
Andrews and his colleagues refer to as “niche.” Except in the case of a total 
monopoly, each company in an industry seeks to find a place for itself 
among its competitors. A niche may be a small nook or cranny in the 
marketplace where the winds of competition blow with somewhat less 
force, or it may be the top of the mountain which is occupied by a 
company with a commanding market share, while the storms of competi¬ 
tion range below. But even staying on the mountaintop, or finding a 
larger and somewhat more comfortable cave higher up the slope, requires 
a clear understanding of the relationship between a company and its 
competitors who are seeking to serve the same set of customers. 

The constraint/policy element of a statement of business strategy is an 
attempt to delineate that competitive relationship. Here the manager’s 
task of analyzing and matching opportunities with resources can be 
somewhat more specific than the task of his corporate counterpart. His 
major competitors are unlikely to change substantially over the next 
decade, and the thrust of technological and market development can be 
foreseen, however, dimly. Some would say that delineating this crucial 
element of business strategy is more challenging, and more personally 
rewarding, than the equivalent corporate-level task of determining the 
strategy of diversification. 

Once a business manager has determined the broad constraints that 
will guide his competitive approach to the marketplace, the remaining 
element of his strategy is to develop implementation plans and short-term 
goals for achievement. Figure 2 refers to these plans as prospective patterns 
of resource allocation. This compact phrase is intended to encompass both 
the expected magnitude of resources that the corporation may be able to 
make available to the business and the currently intended distribution of 
those resources among the alternative action programs which the busi¬ 
ness might pursue. Naturally, such a pattern is highly tentative. Nothing 
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ever happens precisely as forecast, least of all such critical planning 
factors as the rate of market change and the nature of competitor re¬ 
sponse. Nevertheless, the performance results must also be forecast in 
order to permit the business manager to evaluate the cohesiveness and 
effectiveness of all elements of his strategy. 

Activity Managers. The strategy for an activity manager, the third level 
in the hierarchy shown in Figure 1, is more difficult to generalize about 
because complex corporations organize their businesses in diverse ways. 
The principal subordinates of a business manager may be responsible for 
a major functional area such as manufacturing or sales, a portion of the 
product line, a geographical area, or some combination of the three. We 
will use two examples, a product line manager and a functional manager, 
to illustrate the elements of strategy at the activity manager level. 

The first thing to be said about an activity manager of either sort is that 
his job is where the action is. The scope of his position is, of course, even 
more proscribed than that of the business manager to whom he reports 
and the statement of strategy that he drafts as a guide to his activities is 
accordingly more specific. However, it is the activity manager who must 
devise and execute the set of actions that will serve to implement the 
business strategy and, ultimately, the corporate strategy. The need for an 
activity manager to have a strategy of his own, to develop and maintain his 
own sense of perspective, is every bit as great as it is for his higher-ranking 
counterparts. 

The objectives of an activity manager must be stated in terms that are 
appropriate to the nature of his assigned task. A product line manager’s 
objectives might include market share, the rate of growth in sales and 
profitability, profit margins, and/or the image of the product in the 
market place. A functional manager’s objectives might include costs and 
productivity, quality and customer service, and/or performance along 
these dimensions vis-a-vis competitors. For either type of activity man- 
ager, the critical characteristics of objectives defined earlier still apply; 
objectives are externally focused and stated in terms of the relative per¬ 
formance of this activity compared to similar activities performed by 
others. 

For the activity manager the constraints/policies element of strategy is, 
as it was for the corporate and business managers, the most challenging 
aspect of strategy formulation. The product line manager’s responsibility 
is to analyze the opportunities and to pick those that are best suited to 
achieve his objectives. He does this by developing a statement of con¬ 
straints or priorities concerning the breadth of his product line. In it, he 
delineates the current and future scope and balance among the various 
products for which he is responsible. 

Similarly, a functional manager also needs to develop a set of self-im- 
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posed constraints and policies concerning the scope of his activity. A 
useful concept here is that of “value added.” For a functional manager, 
the essential question is, “What is the strategically optimal degree of 
vertical integration within my activity?” A manager in charge of manufac¬ 
turing must worry about the strategic question of backward integration: 
can he capture some of the profits of his suppliers efficiently enough to 
increase the contribution of the manufacturing function to the business? 
The sales manager’s analogous question concerns forward integration: to 
what extent could the contribution from his activity increase if he at¬ 
tempted to perform some of the functions now performed by others in 
the distribution chain between him and the ultimate consumer? Careful 
analysis of opportunities against resources is required to answer these 
questions and lead to a strategic determination of the limits on the scope 
of a functional activity. 

Finally, the third element of every activity manager’s strategy is the set 
of action programs that he would propose to undertake in order to 
implement his strategy. The necessary resources are always scarce. 
Therefore, priorities must be established and, in order to determine a 
rational sequence of actions, the performance implications of alternative 
sequences must be examined. Priorities will surely change as events and 
new opportunities unfold but, for the time at which it is made, the activity 
manager’s strategy expresses both what he is trying to do and how he 
proposes to do it. 

Each of the descriptions above describes the process of strategy formu¬ 
lation by an individual manager as though it were a neatly chronological, 
three-step sequence. As a practical matter, delineating a strategy is not as 
pedestrian as outlined, but neither is it cataclysmic in the sense of leaping 
full-blown from the manager’s mind in one great surge of creative insight. 
However, the elements of a manager’s strategy are related to each other, 
and Figure 3 is an attempt to illustrate that schematically. 

As noted above, the most critical element in strategy formulation is that 
of constraints/policies. Objectives are rarely specified without recognizing 
their implications on the scope of a manager’s activities. Similarly, the 
availability of an attractive action plan may lead to a modification of 
strategic constraints in order to legitimatize pursuing that action. Thus, 
we can see that constructing a cohesive statement embracing all three 
elements of strategy is a creative, evolutionary process. Plans and goals are 
expected to change over time; major policies, constraints on scope, and 
even objectives for the activity will also change, although the rate of 
evolution should be somewhat slower. 

The discussion thus far has emphasized the fact that strategy must be a 
personalized statement enunciated by an individual manager. The fact 
that there may be hundreds of such managers in a complex organization 
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Figure 3 Strategy for an Individual Manager 


does not diminish the need for personal analysis and strategic choice 
within the confines of each manager’s positional responsibility. At the 
same time one would hope that the strategy of a large corporation is 
something more than a simple melange of independently derived state¬ 
ments by individuals. It is, in fact, the need to coordinate and integrate 
these individual statements that makes the task of strategy formulation in 
a complex organization so difficult. 

STRATEGIC INTERRELATIONSHIPS 

Referring back to Figure 2 and reading it vertically this time, a differ¬ 
ent picture of strategy in a complex organization emerges. Each manager, 
working individually, should develop his own statement of strategy, but it 
is quickly obvious that these statements must still make sense when they 
are arranged hierarchically. Figure 4 is a schematic attempt to represent 
the nature of these interrelationships. 

The cells depicted in Figure 4 have been numbered for easy reference 
in correspondence to the sequence of discussion in the preceding section. 
It is important to point out here that constructing such a strategic grid for 
a complex organization is not a chronological sequence in involving nine 
steps. The grid is actually put together like a mosaic and, in order to see 
how the pieces fit together, we will examine the major elements of strategy 
within this context. 

Objectives. The citizenship and personality objectives of a corporation 
in Cell 1 are the only free-standing element of strategy in the entire grid, 
and yet even corporate management does not have carte blanche. Articu¬ 
lating objectives of this sort will be effective only if they represent a 
codification of the values shared by most members of the organization. 
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Figure 4 Hierarchical Strategic Relationships 
The value of a statement of strategy under these conditions is twofold: 

(1) it reinforces and crystallizes the nature and extent to which values 
are shared in the organization, and 

(2) it makes it somewhat easier for a prospective new member of the 
organization to decide whether he wishes to join it or not. 

Generally, as the range of diversity of a corporation’s activities increases, 
the breadth of the values shared by all members of the corporation will 
decrease. Thus, a highly diverse conglomerate may not state corporate- 
level objectives of this sort, although such statements might be quite 
appropriate in some of the businesses in that corporation. 

The determination of corporate financial objectives, on the other 
hand, is clearly not independent of other elements in the strategic grid. 
The relationship between Cells 1 and 2 has already been noted but, as 
Figure 4 makes clear, there is also a relationship between Cells 1 and 4. 
The financial performance objectives for a diversified corporation must 
relate to the performance objectives for each of the underlying busi¬ 
nesses. Perhaps less obvious is the link between Cells 2 and 4, but the 
importance of that link becomes clear when the problem is viewed from 
the perspective of one of the business managers in the corporation. He 
cannot set performance objectives for his business without knowing some- 
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thing about corporate-level constraints and policies regarding diversifica¬ 
tion. How important is his business in the eyes of corporate managers? 
How tightly constrained should he expect to be in expanding the scope of 
his business? He answers these questions by defining the industry and his 
niche in it (Cell 5), but the delineation of his objectives is directly affected 
by both of the first two elements of corporate-level strategy. 

Similarly, the objectives for any one of the activity managers reporting 
to a business manager are affected by their hierarchical relationship. The 
direct link between Cells 4 and 7 is only part of the story; an activity 
manager’s objectives must recognize the constraints and policies that the 
business manager has specified in Cell 5. An activity manager uses his 
superior’s constraint/policy statement for guidance in drafting an analo- 
gous statement of the limits on the scope of his own activity (Cell 8), but 
that same guidance is also a direct input to the activity manager’s thinking 
as he attempts to enunciate his long-run, externally oriented objectives. 

Constraints and Policies. The difficulty of preparing an integrated set 
of statements of strategy is compounded when we turn to the critical task 
of delineating a progressive series of constraints on the scope of the 
organization’s activities. At first glance, the integration of this element of 
strategy in a complex organization might appear to be as simple as 
following the vertical arrows in the center column of Figure 4. As a 
practical matter, tying these elements of strategy together is much more 
involved than that. 

The focal point in preparing an integrated strategy is the statement in 
which each business manager defines his industry and his niche in it. This 
is the center cell in the strategic grid in Figure 4. It affects, and is affected 
by, many other elements of strategy. The corporate-level statement of the 
types of industries that the corporation will participate in (Cell 2) cannot 
be prepared in a vacuum; corporate managers must understand what 
opportunities exist in their current businesses before they can decide how 
to affect the future mix of businesses. Those decisions, set forth tenta¬ 
tively as corporate plans and goals (Cell 3), have an important, and not 
unintended, side effect. A business manager, trying to delineate his 
current and future niche in an industry, must have some idea of the 
magnitude of corporate resources that can be made available to his 
business over time. Thus, there is a direct link between Cell 5 and Cell 3, 
which affects the business manager’s thinking about the potential scope of 
his business. The determination of his own plans and goals (Cell 6) also 
helps him to determine a reasonable set of constraints on his business. 

In a similar fashion, the constraints and policies adopted by an activity 
manager are affected not only by the scope of the business as a whole but 
also by his superior’s tentative plans for the utilization of resources avail- 
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able t° the business (Cell 6). Thus, there is a direct relationship between 
Cell 8 and Cell 6 with regard to the availability of resources for the activity 
as well as a relationship between Cells 8 and 9 which concerns how those 
resources might be used. 

Plans and Goals. Finally, the last and most tangible element of 
strategy, the plans and goals at each level in the hierarchy, must also be 
integrated. Compared to the complex interrelationships described above, 
the task of integrating plans is relatively straightforward. The vertical 
arrows in the last column of Figure 4 point in both directions; the tentative 
allocation of corporate resources cannot be made without knowing how 
those resources would be used in each of the businesses, and a business 
manager cannot plan the use of his resources without knowing what his 
activity managers expect to accomplish. An activity manager’s planning 
orizon is shorter than that of his superiors. His plans are more action- 
oriented and definitive, and his performance goals are frequently treated 
as personal commitments that can and will be achieved. At the business 
and corporate levels, plans and goals beyond the next year or two are 
more fluid; tentative plans are needed to express the other elements of 
strategy in a more tangible form and thus to provide guidance to subordi- 

overtime & ^ managers involved must know that the plans will change 

The Strategy Formulation Process. Figure 5 is a graphic representation 
ot the interrelationships discussed above. The heavy, lateral arrows in 
that chart are intended to emphasize the complex way that the various 
elements of each manager’s strategy are tied together. Even so, the chart 
understates the extent of the interrelationships. There are several busi¬ 
ness managers and perhaps several dozen activity managers in a complex 
organization. Thus, a three-dimensional chart would really be required to 
express all the interrelationships. 

Formulating, revising, or revalidating strategy is more than a task of 
in lvidual economic analysis and personal soul-searching. In a complex 
"f” 10 "; 11IS also an interactive, iterative process. Dozens, literally 
ndreds, of two-person agreements must be negotiated, many of them 
almost simultaneously. The process is never completed because the 
agreements continue to change and evolve. Each manager, from time to 
ime, may attempt to express his strategy in a written statement, but it is a 
rare, and very temporary, event for all the managers in a complex orga- 
mzauon to develop such statements at the same point in time. On the 
other hand, organizing the efforts of all the managers in the organization 
to attempt such an undertaking can be extremely valuable, and this is 
really the primary purpose of formal planning systems. 
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SUMMARY 

Strategy is the conceptual glue that binds the diverse activities of a 
complex organization together. To be effective, strategy must personally 
affect each manager, constraining the scope of his activities to some extent 
yet providing him with enough elbow room to devise his own strategy 
within the broader context. In such organizations it is not very useful to 
think about the strategy. Rather, one should think of the strategy as a 
collection of strategies, one for each manager, linked together by a pro¬ 
gressive series of agreements on objectives, constraints and policies, and 
plans and goals. Each manager must have a strategy in which he believes 
and which is compatible with the strategies of his superiors, his peers, and 
his subordinates. 

This complex web of strategies is rarely enunciated as explicidy and 
comprehensively as has been described here. Most of the two-party hier¬ 
archical agreements that are required take the form of an implicit under¬ 
standing between a manager and one of his subordinates. The value of 
explicit strategies goes beyond the simple fact that a conscious choice 
among strategic alternatives is likely to be better than an intuitive choice. 
The process of formulating explicit strategies affects both the quality of 
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the resulting choice and the likelihood that the chosen strategy will be 
implemented successfully. A good formal planning system is designed to 
provide orderly processes that permit complex organizations to achieve 
all three of these benefits. 


2 

STRATEGIC PLANNING IN 
DIVERSIFIED COMPANIES* 

Step by step through the three-cycle, long-range 
planning process 

Richard F. Vancil and Peter Lorange 


The widely accepted theory of corporate strategic planning is simple: 
using a time horizon of several years, top management reassesses its 
current strategy by looking for opportunities and threats in the environ¬ 
ment and by analyzing the company’s resources to identify its strengths 
and weaknesses. Management may draw up several alternative strategic 
scenarios and appraise them against the long-term objectives of the orga- 
mzation. To begin implementing the selected strategy (or continue a 
revalidated one), management fleshes it out in terms of the actions to be 
taken m the near future. 

In smaller companies, strategic planning is a less formal, almost con- 
muous process. The president and his handful of managers get together 
frequently to resolve strategic issues and outline their next steps. They 
need no elaborate, formalized planning system. Even in relatively large 
ut undiversified corporations, the functional structure permits execu- 
Uves to evaluate strategic alternatives and their action implications on an 
ad hoc basis. The number of key executives involved in such decisions is 
usually small, and they are located close enough for frequent, casual 
get-togethers. 

L arge, d iversified corporations, however, offer a different setting for 

(Reprinted from Harvard Business Review, January-February 1975 ). 
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planning. Most of them use the product/market division form of orga¬ 
nizational structure to permit decentralized decision making involving 
many responsibility-center managers. Because many managers must be 
involved in decisions requiring coordinated action, informal planning is 
almost impossible. 

Our focus in this chapter is on formal planning processes in such 
complex organizations. However, the thought processes in undertaking 
planning (as described in the opening paragraph) are essentially the same 
whether the organization is large or small. Therefore, even executives 
whose corporate situation permits informal planning may find that our 
delineation of the process helps them clarify their thinking. To this end, 
formalizing the steps in the process requires an explanation of the pur¬ 
pose of each step. 

THREE LEVELS OF STRATEGY 

Every .corporate executive uses the words strategy and planning when 
he talks about the most important parts of his job. The president, obvi¬ 
ously, is concerned about strategy; strategic planning is the essence of his 
job. A division general manager typically thinks of himself as the presi¬ 
dent of his own enterprise, responsible for its strategy and for the 
strategic planning needed to keep it vibrant and growing. Even an execu¬ 
tive in charge of a functional activity, such as a division marketing man- 
ager recognizes that his strategic planning is crucial; after all, the 
company’s marketing strategy (or manufacturing strategy, or research 
strategy) is a key to its success. 

These quite appropriate uses of strategy and planning have caused 
considerable confusion about long-range planning. This article attempts 
to dispel that confusion by differentiating among three types of “strategy” 
and delineating the interrelated steps involved in doing three types of 
“strategic planning” in large, diversified corporations. (Admittedly, al¬ 
though we think our definitions of strategy and planning are useful, 
others give different but reasonable meanings to these words.) 

The process of strategy formulation can be thought of as taking place 
at the three organizational levels indicated in Exhibit 1 : headquarters 
(corporate strategy), division (business strategy), and department (func¬ 
tional strategy). The planning processes leading to the formulation of 
these strategies can be labeled in parallel fashion as corporate planning, 
business planning, and functional planning. We have to define these 
notations briefly before constructing the framework of the planning 
process: 

Corporate planning and strategy. Corporate obj ectives are established at 
the top levels. Corporate planning, leading to the formulation of corpo- 
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Exhibit 1 Structure of a divisionalized corporation 


rate strategy, is the process of (1) deciding on the company’s objectives 
and goals, including the determination of which and how many lines of 
business to engage in, (2) acquiring the resources needed to attain those 
objectives, and (3) allocating resources among the different businesses so 
that the objectives are achieved. (See Footnote 1 later in this article.) 

Business planning and strategy. Business planning, leading to the 
formulation, of business strategy, is the process of determining the scope 
of a division’s activiues that will satisfy a broad consumer need, of decid¬ 
ing on the division’s objectives in its defined area of operations, and of 
establishing the policies adopted to attain those objectives. Strategy 
formulation involves selecting division objectives and goals and establish¬ 
ing the charter of the business, after delineating the scope of its opera¬ 
tions vis-a-vis markets, geographical areas, and/or technology. 

Thus, while the scope of business planning covers a quite homogene¬ 
ous set of activities, corporate planning focuses on the portfolio of the 
divisions businesses. Corporate planning addresses matters relevant to 
the range of activities and evaluates proposed changes in one business in 
terms of its effects on the composition of the entire portfolio. 

Functional planning and strategy. In functional planning, the depart¬ 
ments develop a set of feasible action programs to implement division 
strategy, while the division selects—in the light of its objectives—the 
subset of programs to be ex ecuted and coordinates the action programs of 
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the functional departments. Strategy formulation involves selecting ob¬ 
jectives and goals for each functional area (marketing, production, fi¬ 
nance, research, and so on) and determining the nature and sequence of 
actions to be taken by each area to achieve its objectives and goals. 
Programs are the building blocks of the strategic functional plans. 

Obviously, these levels of strategy impinge on each other to some 
extent—for example, the corporation’s choice of business areas overlaps 
the scope of division charters, and the delineation of the markets by the 
division can dictate, at the department level, the choice of strategy in the 
marketing function. But the distinction remains valid and useful. 

THREE-CYCLE SYSTEM 

An important point to note about the planning process is that it re¬ 
quires formal interaction among the managers at different times. The 
more formal aspects—business planning, functional planning, and 
budgeting—are a way of organizing the interaction among managers at 
different levels in the hierarchy; one way of conceptualizing the planning 
process is as a series of meetings where executives are trying to arrive at 
decisions about actions to be taken. In each meeting, obviously, the basic 
question being addressed is the same: “What should we do?” 

A detailed answer to that question is best developed by breaking it into 
a series of more specific questions dealt with in several meetings. These 
questions include: What are the objectives and goals of our company? 
What sort of environment can we expect to operate in? What businesses 
are we in? What alternative strategies could we pursue in those busi¬ 
nesses? What other businesses should we enter? Should we make entry 
through an acquisition or through our research? What is the best combi¬ 
nation of existing and new businesses to achieve corporate goals? What 
programs should the divisions undertake? What should each division’s 
operating budget be? 

The series of agreements among individuals in the corporate hierarchy 
begin on a very broad level and then are framed in progressively more 
detailed terms. The options are numerous in the early stages of this 
ordering process but narrow gradually to the final choice: a set of specific 
goals (budgets) for each responsibility center in the corporation. Initially, 
only a small group of corporate executives is involved in the process; later, 
more and more managers at lower levels become involved. The process 
eventually engages all the managers who must be committed to making 
the strategy work. 

The reason companies adopt a complex planning process such as that 
shown in Exhibit 2 is made clear by the example of a multibillion-dollar, 
diversified corporation, headquartered in Europe and multi-national, 
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Exhibit 2' Steps in the planning process 


which had a well-established budgeting process but found “negotiating” 
the final budget in the closing months of each year to be difficult. The 
company was divisionalized, but it had decentralized very little initiative 
for examining strategic options. 

Top management, increasingly uneasy over its ability to resolve all the 
strategic issues implicit in the budget, decided to ask the divisions to 
prepare formal five-year plans for its approval before drawing up the 
final corporate budget. The controller’s department was to coordinate 
the preparation of the detailed plans. The company moved from a one- 
cycle planning system to a two-cyde system, as shown in Exhibit 3. The 
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result was a flood of paper work and very little strategic thinking on the 
division managers’ part. 

When top management reviewed the first set of five-year plans—a 
20-pound packet of neat notebooks—it decided the results were unac¬ 
ceptable. It made suggestions to the divisions and requested a new set. 
This process was repeated no fewer than five times during the summer 
and early fall before all sides reached agreement and the budgeting could 
proceed. 

After this experience corporate management agreed that the proce¬ 
dure needed much improvement. So in the following year the company 
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Exhibit 3 Examples of one-, two-, and three-cycle planning processes 


installed a three-cycle system. The first step required no comprehensive 
financial projections; instead, each division manager was asked to identify 
three or four strategic issues for presentation and discussion at headquar¬ 
ters- Agreement on those issues set the stage for orderly functional 
planning and budgeting, which had been so cumbersome before. 

An important point to note about Exhibit 2 is its demarcation vertically, 
by cycles, and also horizontally, by activities at the three managerial levels. 

The degree of involvement at these levels is different in each planning 
cycle. ” 


In the first cycle, corporate executives and division managers are 
primarily involved. A division manager draws his functional subordinates 
into discussions about the unit’s strategy, but the functional managers’ 
role usually remains informal. At this point the division manager regards 
t e strategy as his ; then, seeking the head office’s endorsement, he 
formalizes it for better communication. 

Once the division’s strategy is set, the second cycle begins; here f'unc- 
tiona! managers play a much more important part. In both that cycle and 
he budgeting cycle, they have the primary responsibility for developing 
detailed programs and budgets. The division manager and his staff are 
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involved more or less actively in these two cycles, while top management 
limits itself to a review of division proposals. 

Exhibit 2, of course, makes no pretense of depicting the planning 
process as it is universally practiced; it is only illustrative. Nor is the 
process as neat and orderly as it appears here. For one reason, the process 
does not start from scratch each year; the previous year’s efforts feed into 
the first cycle. Moreover, while managers plan, the world keeps turning; 
so during a cycle events may oblige them to hold many meetings involving 
two levels. 

FIRST CYCLE 

The first cycle of a formal planning process serves a dual purpose: (1) 
to develop a tentative set of agreements between corporate management 
and the division managers about overall strategy and goals, and thereby 
(2) to provide focus for the more detailed planning in the next cycle. The 
process of reaching these initial agreements requires three discrete ac¬ 
tivities: establishing corporate objectives, drawing up division charters, 
and setting corporate goals. The ensuing discussion centers on these 
activities in a hypothetical (but representative) corporation whose fiscal 
year corresponds with the calendar year. 

Establishing corporate objectives 

In the initial dialogue between corporate and division management 
—starting in early February—the two groups form a statement of the 
corporation’s purpose and objectives. Naturally, its scope and the degree 
of detail provided vary greatly from one company to another. Company X 
prepares a detailed statement, starting this year with the general assertion 
that it is a “systems-oriented, high-technology, multinational, and socially 
conscious company.” 

The principles set out mainly for strategic planning include break¬ 
through strategies (such as “seek projects, internal or external, waiting for 
application rather than invention”), resource management (such as “con¬ 
tinuous emphasis on market orientation as opposed to product orienta¬ 
tion”), financing (“utilization of the borrowing power of subsidiaries to 
escape the provisions of the debentures and foreign investment regula¬ 
tions”), public relations (“genuine concern for the quality of life, inside 
and outside the company”), acquisitions, joint ventures, licensing (“export 
and import technology in the form of licenses or joint ventures, including 
third countries”), and so on. 

The preparation of such a statement gives division managers guidance 
as they begin strategic planning for their businesses. So as a minimum the 
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statement must include the intended company policies for allocating 
resources among the divisions. In effect, such policies constitute a state¬ 
ment o strategy for the entire corporation—although many businessmen 
are uncomfortable using the term “strategy” in such an abstract sense. 
I herefore, the delineation of an explicit statement of corporate strategy 
is often deferred until the final step in the first cycle. 

Whether corporate strategy should be enunciated early or late in the 
p annmg process depends primarily on the degree of diversity in the 
company’s businesses. In general, the more diverse the corporation, 
the less feasible it is to develop an explicit, cohesive strategy for its 
businesses and, therefore, the more desirable it is to make the resource 
a ocation policies explicit at an early stage. On the other hand, less 
iversi ie companies frequently delay preparing a strategy statement 
until the division heads have developed strategic proposals for their own 
usm.esses. ^ an y ^ ar S e corporations are divisionalized, but not so many 
are highly diversified. The more common practice is to delay the defini¬ 
tion (or redefinition) of corporate strategy until it can be stated in fairly 
explicit terms. 7 


Drawing up division charters 

In mid March headquarters calls on each division manager to (a) write or 
review the charter” of his division, specifying the scope of its activities 
and his objectives for the business as he defines it, and (b) propose a 
strategy for the business and a tentative set of goals for the coming year. 

. tK- V1 i ng the mitl£ *f ve to the div ision manager at this step challenges him 
to thmlc strategically about the scope of his activities and then propose a 
charter broad enough to permit him to contribute significantly to achiev¬ 
ing corporate objecuves. Formalizing this step in the planning process is 
an important device by which corporate management widens the hori¬ 
zons of division heads. An explicit charter also serves two secondary 
purposes: (1) it increases the likelihood of clear agreement between the 
top executives and the division manager about the scope of his activities, 

dilisio^ 1 redUC£S thC nsk ° f redundant efforts or competition between 

Establishing a division’s charter is not a discrete activity; it is inextrica¬ 
bly connected to the task of identification and analysis of alternative 
strategies that exploit the charter selected. Obviously, the decision based 
on this analysis is crucial because the long-term performance of any 
division is a function of the strategy it adopts, and the performance of the 

bufinSes 35 a Wh ° 61S hkCWiSe 3 function ofth e strategies of its particular 
Although the initiative for identifying and analyzing strategic options 
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lies with the division manager, guidelines that headquarters gives him for 
presentation of his proposals affect the way he pursues the task. Increas¬ 
ingly common is a request by corporate management that when he pro¬ 
poses a strategy and specifies goals, at the same time he also present a 
statement of the alternative strategies which he has evaluated and re¬ 
jected. The intent is not to permit the head office to second-guess the 
division manager’s thinking, but to ensure that he used strategic thinking 
in arriving at his recommendations. 

In mid-May, four to ten weeks after headquarters presents its request 
for division proposals, the unit’s manager presents his recommendations 
to the corporate management group. The presentation consists at least of 
an integrated proposal for the division’s charter, its objectives, the 
strategy to be pursued and tentative goals. The recommendations may 
also include a general statement of the action programs that would be 
developed to implement the strategy (developed in more detail in the 
second cycle) and a crude estimate of the resources that would be re¬ 
quired. Detailed financial data are usually not included at this step be¬ 
cause such information is not necessary to evaluate the strategy and 
because the effort of preparing it may go to waste if the recommendations 
are modified. 

In the ensuing discussions, which extend over several meetings in late 
spring, corporate management and each division chief work toward 
reaching an agreement about the appropriate division strategy and goals. 

Setting corporate goals 

By the middle of June top management has prepared an explicit state¬ 
ment of corporate strategy and goals. In some companies this document 
is, in effect, a set of decisions on how resources are to be allocated among 
the divisions, as well as a forecast of the results expected from each. In 
most cases, however, the statement is not intended to constitute a final 
resource allocation decision; rather, it is designed to provide feedback to 
the division managers about the corporate implications of the agreed-on 
business strategies. The presentation and discussion of corporate strategy 
and goals are also commonly used as a device to initiate the second cycle of 
the planning process. 

The sum of the recommended division goals is likely to be inadequate 
to achieve the goals envisioned by headquarters for the entire organiza¬ 
tion. In trying to close this “planning gap,” corporate management has 
only three choices: 

1. It can improve division performance by pressing, during the review of 
division recommendations, for more aggressive strategies and more am¬ 
bitious goals. 
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2. It can divert company resources into more promising businesses. This 
move may give rise to an acquisition program. 

3. It can decide that the corporate goals are unrealistic and scale them down. 


The fact that the corporation’s goals normally are more or less the sum 
of those division goals sought by top management implies that headquar¬ 
ters is concerned with rather minor adjustments of this portfolio of goals. 

so, the first cycle of formal planning has the salutary effect of providing 
an annual mid-course correction” to the trajectory of the combined 
businesses. Momentum is a factor in the continued success of a diver- 
sified corporation-as with a rocket headed for the moon-and a wise 
chief executive does not dissipate it needlessly. Rather, he nudges the 
bundle of energies represented by his division managers, trying to make 
minor adjustments early enough to be nondisruptive and at the same time 
atrect the corporation’s position several years ahead. 

Occasionally-perhaps inevitably—a major corporate shift is neces- 
S **7’ affectin g on e of its businesses. Care must be taken to isolate the 
effect on the remaining businesses. In late spring a couple of years ago, 
for example, top management of a major diversified corporation went 
through its usual review of division strategic plans. One operation, 
created to develop a substantial new business for the corporation, pre¬ 
sented its usual story: “Buying market share in this high-technology 
business is very expensive, breakeven is still two or three years away, and 
additional investment of several hundred million dollars is required. But 
the eventual profits will be enormous.” 

The division’s management concluded that it was progressing about as 
expected and that its strategy was sound, and it recommended continued 
aggressive investment. With minor modifications, top management ap¬ 
proved the proposal. Three months later the company abruptly an¬ 
nounced that the business would be discontinued and the investment 
written off. 

Poor planning? Obviously, the decision to enter the business was a 
mistake. But implementation of that decision, and the planning done to 
minimize the investment exposure without compromising the chances for 
success were probably sound. There are two important lessons here 
about the process of corporate planning: 


1. 

2 . 


Strategic decisions—like this divestment—are not made in accordance 
with some precise timetable. They are made whenever top management 
reaches the conclusion that interference in a unit’s affairs is necessary. 
Formal planning procedures are not intended to facilitate strategic deci¬ 
sions such as this—if only because a division manager rarely recommends 
the disposal of his operation. Rather, formal corporate strategic planning 
has the more modest, if no less crucial, purpose of seeking to optimize the 
collective thrust of the continuing businesses. 
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Approving a division's strategic plan but closing the unit three months 
later is not hypocrisy or poor planning. The ax is much more merciful 
than the slow strangulation of providing inadequate resources. In the 
meantime, until the ax falls, division management must prove the viability 
of its business. For its part, headquarters must not fail to recognize the 
difference between a sound plan and a sound business. A sound plan 
deserves approval, but only top management can decide whether the 
business is sound enough to continue implementation of that plan. 

SECOND CYCLE 

The second planning cycle also has two purposes. First, each division 
head and his functional subordinates should reach tentative agreement 
on the action programs to be implemented over the next few years. 
Second, the involvement of functional managers in the long-range plan¬ 
ning process should deepen and sharpen the strategic focus of the busi¬ 
ness and thus provide a better basis for the even more detailed budgeting 
task to follow. 

The division manager in Company X initiates the functional planning 
process in the middle of June after reaching tentative agreement with top 
management about his organization’s charter, objectives, strategy, and 
goals. 1 In the first planning meeting with subordinates, he briefly reviews 
the corporate/division dialogue that has just concluded and describes the 
approved division objectives and strategy. 

At this time he usually does not make explicit the sales or profit goals, 
even though tentative agreement on targets has been reached. There are 
two reasons for dealing in generalities at this point. First, being specific 
might constrain the thinking of the functional managers, who have the 
chance in this cycle to make a creative contribution toward achieving the 
division’s objectives. Second, division goals will become final only when 
corporate management has approved the unit’s programs and allocated 
resources to implement them. 

Long-range planning by functional managers is conceptually a simple 
process, being limited by the tentative agreements reached in the first 
cycle. It is operationally more complex than the planning activity in the 
first cycle, however, since it requires substantially more detailed plans and 
involves many more people. The purpose of such “programming”—so- 
called because the activity focuses on specific programs—is to translate 

1 It is worth differentiating between objectives and goals, since these terms are used separately here. 
Objectives are general statements describing the size, scope, and style of the enterprise in the long term. 
They embody the values and aspirations of the managers, based on their assessment of the environment 
and of the capabilities and health of the corporation. For example, the financial objective of a large, 
diversified, multinational corporation might be to rank in the top 10% worldwide in compound rate of 
growth in earnings per share. Goals are more specific statements of the achievements targeted for certain 
deadlines. At the corporate level these statements are likely to include such aspects as sales, profits, and 
EPS targets. Annual budgets constitute goals at all levels in the organization. 
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the division’s externally oriented business strategy into an internally di¬ 
rected, coordinated set of activities designed to implement it. Inasmuch as 
the resources available for implementation are always limited, program¬ 
ming must help ensure their optimal use. 

Obviously, the scope, magnitude, and duration of a program depend 
on the nature of the goal. In the broadest sense, a product division of a 
diversified corporation might be conceived of as a “program.” The divi¬ 
sion manager’s goal may be stated in simple financial terms and extend 
over several years, and his discretion may be constrained only by a charter 
for his product line and the availability of corporate resources. In such a 
situation, the division program may be international in scope, almost 
unlimited in breadth of product line, and may involve hundreds of 
millions of dollars in expenditures. At the other end of the spectrum, the 
sales manager for a district in the northeast region of that division may 
have been charged with improving market penetration by 10% over the 
next 18 months. His actions also fulfill the definition of a program. 

Formalized programming 

The need to formalize the programming process grows as functional 
interdependence in the business increases and as more time is required to 
evaluate the effectiveness of alternative functional plans. Formalization is 
designed to improve the specification of programs and the matching of 
programs and goals. 

The charter and strategy for the business and the objectives and goals 
that top management has set for it limit the functional manager’s strategic 
planning. Within those constraints, however, he may still enjoy very broad 
discretion concerning the best course to take. His challenge is to devise 
more effective ways to combine the available resources in order to achieve 
his goals. A useful way to look at the specification of programs is in terms 
of the chronology for involvement of the functional departments. In a 
typical manufacturing enterprise there are four types of programs to be 
developed: 

1. Existing revenue programs —An example is the development of a set of 
marketing programs for the existing product lines. 

2. New revenue programs —Planning the development and introduction of 
new products is an example. 

3. Manufacturing programs — Typically, sales forecasts by product line are 
furnished to the manufacturing function, which develops the programs 
necessary to meet the revenue goals in the marketing programs. 

4. Support pro gams —Managers of other functional support activities, such as 
administration, may also get involved in the development of programs. 
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The programming process, even when formalized, is inevitably hap¬ 
hazard because it requires repeated interaction among the departments. 
The intended result is a plan that is integrated like the two sides of a coin. 
On one side is the set of action programs and on the other a coordinated 
statement of the resources needed by each functional manager to execute 
his part of the program. 

A major purpose of the formal programming process is to review the 
ongoing programs to see whether they can be expected to fulfill the goals 
for which they were designed. Or, if more effective programs have been 
devised, the existing ones must be modified or discontinued. At the same 
time, some “old’’ programs may be nearing completion, and new ones will 
need approval if the goals are to be met. Programming also involves 
coordination of functional activities to ensure that the selected programs 
can be implemented efficiently. Each functional department must under- 
stand the implications of a set of programs for its own activities, and the 
department manager must accept the tasks assigned him and the re¬ 
sources to be made available to him. 

In our mythical Company X, after much analysis and discussion the 
division manager and his functional subordinates finally agree by the end 
of August on a set of programs to recommend to headquarters. This time, 
in contrast to the first, a more elaborate presentation is in order and a 
large number of managers—corporate and division, line and staff—may 
attend. 

THIRD CYCLE 

The third cycle of the formal planning process needs little explanation. 
Naturally, throughout the planning process top managers and division 
executives often discuss the allocation of resources among the divisions. 
But it becomes the focus of attention in the last step of the second cycle, 
when the divisions have completed their program proposals and sent 
them to the head office for approval. At this point (mid-September at 
Company X), decisions on allocation of resources can be made, subject to 
final approval when the detailed budgets are submitted (in mid- 
November). These general points are worth making here: 

1. Resource allocation is almost always a very informal, unstructured proc¬ 
ess, heavily dependent on the skill in advocacy and political weight of the 
executives concerned. Since it is also a continuous process, by the end of 
the second cycle the risk of serious mismatch between programs and 
resources is unlikely—if headquarters/division communications have 
been good. 

2. Although programs may have an expected life of several years, resources 
are usually allocated for only one year at a time. Whether top management 
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will make a commitment to meet next year’s needs will depend on the scale 
and timing flexibility of the program in the competition for resources. 

3. Although resource allocation to projects is based on a perception of the 
desirability of each, corporate planning attempts to ensure that each also 
fits into a portfolio of undertakings. 

RAISING THE ODDS 

The formal long-range planning process in large, diversified corpora¬ 
tions is both simple and complex. Conceptually, the process is very 
simple—a progressive narrowing of strategic choices—although it may 
involve many steps along that path. Operationally, the process is far more 
complex than the activities we have described because the formal part of 
the process is only the tip of the iceberg. Good strategic planning can take 
place only when qualified managers engage in creative thinking—and 
creativity, by definition, cannot be produced on a schedule. 

Yet there is little doubt that formalizing the planning process is worth¬ 
while; it ensures that managers at all levels will devote some time to 
strategic thinking, and it guarantees each of them an audience for his 
ideas. While formal strategic planning cannot guarantee good ideas, it can 
increase the odds sufficiently to yield a handsome payoff. 


3 

FIVE PILLARS FOR 
YOUR PLANNING* 


Xavier Gilbert and Peter Lorange 

A widely accepted approach regarding the design and implementation 
of an effective formal system for a company’s long-range planning is that 
the system design should be contingent on the specific situational setting 
of each particular firm. A given formal planning system should thus be 
tailored to the specific corporate strategy, the organizational structure 
of the firm, the behavioral styles and preferences of management at hand, 


'(Reprinted from European Business, Autumn 1974). 
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and other factors. Because of this, there will be no such thing as a 
generally applicable implementation of a formal planning system. How¬ 
ever, this article will conclude that, in spite of the tailoring approach for 
systems design, there seem to be at least five general “musts” that do 
represent necessary, although not sufficient, ingredients in the success of 
a formal planning process: 

1. One of the aims of top management must be that they make use of the 
formal planning process as a support to formulate strategic choices. 

2. The overall purpose of going through a formal planning process must be 
entirely understood at all the levels of the organization that are involved. 

3. There must be at least a minimum of common requirements regarding the 
standardization of contents, formats, deadlines, methods, etc., of the 
formal planning system. 

4. The formal planning system must be integrated with the other manage¬ 
ment systems of the company, such as, for instance, its management 
control system or management information system. 

5. Line managers must be centrally involved in the formal planning process. 

These five rules cannot ensure that the formal planning process will be 
successful, but at least they will make the task a litde easier when they are 
adhered to. Let us emphasize, however, that the principle of situational 
planning systems design in no sense will be invalidated by our rules. 

Of course, the requirement to tailor the design of the remaining 
aspects of the planning system to the given situational setting will bejust as 
valid. Nevertheless, there is a significantly smaller chance of success for 
the planning system when the five design guidelines are not respected, as 
has been shown by a number of business experiences. 

AVOID THE “LAWS” 


Strategic choices are those that govern the most basic orientations of 
the corporation. They deal with the type of industry or industries the 
company is in, the sort of company it should be, its size and growth, etc. 
These are some very basic choices that govern all the subsequent ones. 
However, some confusion frequently exists respecting the process 
through which they are formulated. They do not exist before and above 
everything as the Tables of Law. Rather, they are developed through a 
continuous process in which various coalitions—top management, the 
unions, the engineers, the stockholders, etc.—try to enforce their own 
point of view. Top management normally has the final word since it is at 
the highest level of coordination, but they may nevertheless want to 
compromise as a consequence of all the pressures that are exercised in 
and out of the corporation. In this process, what planning may give to the 
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whole corporation is a sense of direction, namely a commitment to im¬ 
plement a set of future actions, mutually acceptable to all the parties 
involved. Top management will be constrained by the plans in two ways 
because of the organizational commitment phenomenon, a constraint 
surprisingly easy to overlook: 

The key long-range strategic considerations and actions must, at least 
to some extent, be part of the plan, in order to secure that those 
decisions get the full organizational support. 

It will be difficult, or may even be impossible, for top management to 
undertake dramatic strategic swings and depart from the planned 
strategy in too dramatic ways. Organizational commitment will not 
easily be obtained for such more-or-less erratic reorientations. 

Through the planning process a sort of consensus regarding the over¬ 
all goals will emerge among the company’s many shareholder groups. 
Typically, extensive planning revisions, negotiations, reviews and feed¬ 
backs will take place before such organizational consensus is reached, 
manifested in the finalized plan. We believe that a formal planning 
system cannot be implemented unless it is realized that the system should 
enhance a sense of direction and organizational commitment, and that, 
therefore, strategic decision making to a considerable extent will have to 
be part of the planning process. 

Some companies may not be aware of this requirement and, as a 
consequence, may find themselves at a deadend when it comes to imple¬ 
menting a formal planning process. In a $300 million-sales diversified 
company with international operations, top management had decided 
that some sort of future planning process ought to be started in order to 
better manage the past and future acquisitions. Two joint processes were 
supposed to be started. First, the divisions were asked to submit their own 
plans which were designed from scratch, without any guidelines or corpo- 
rate objectives given to them. Second, a group of corporate staff members 
were supposed to meet regularly with top management in order to issue 
corporate objectives. Consequendy, the divisions were left from the be¬ 
ginning with litde idea of what was expected from them in terms of future 
orientations and results. This would not have been too bad if, concur- 
rently and in conjunction with the way the thinking of the divisions was 
developing, top management had been willing to freeze certain options 
for the future, made the necessary choices, and brought these to the 
knowledge of the divisions. This however did not take place, first, because 
the top management committee was working in a vacuum, isolated from 
the divisions, and, second, because it consisted only of staff members who 
were insufficiendy aware of what was really possible for the divisions. In 
the year following the start of this formal planning process, a small crisis 
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affected the company, forcing sales and profits temporarily to decrease 
sharply. The formal planning process was immediately abandoned in 
order to save time for more “urgent” matters. In other words, as soon as 
planning properly done became most required, it got abandoned. The 
divisions had not developed enough sense of direction before and during 
their planning process. Consequently, what they had prepared was a 
series of forecasts that soon turned out to be wrong, rather than a firm 
commitment and a contribution to the corporate decision-making proc¬ 
ess. Consequently, the planning efforts could not be of much use, because 
planning and strategic decision making were entirely separated. Next- 
to-no organizational commitment to the plans had therefore developed. 
The only option left to management was to cope with the situation in a 
firefighter type of reaction. 

CONFUSION BETWEEN FORECASTING AND PLANNING 

Most companies that undertake long-range planning put considerable 
emphasis on extrapolating the expected developments of their business 
activities into the future, so that their top managements may get a clearer 
notion of where the company is going. Many managers compare this 
future performance forecast with what might be desirable according to a 
set of corporate goals, more or less explicitly set. The discrepancy between 
desirable goals and expected performance according to the forecast is commonly 
called the planning gap. For many managers there seems to be a strong 
perception that the essence of planning is achieved by this. This is what 
leads us to believe that widespread confusion in fact exists regarding the 
difference between forecasting and planning, according to our notion of 
these tasks. While forecasting involves trying to make educated guesses about the 
future, planning contains one additional crucial step, namely deciding on specific 
business actions for the future. As a consequence, forecasting is only one of 
the ingredients in planning. A major purpose of planning will thus be to 
support strategic decision making with the development of alternative 
actions that will have long-term consequence at the corporate level. It is 
striking to observe that in several companies that are trying to get formal 
planning processes started, as well as in some companies with longer 
traditions in planning, top management often seems to be totally unaware 
of this major purpose of planning, namely to facilitate the preparation of 
specific actions for the future. Far too often, this decision orientation of 
planning seems to get lost. 

Another indication of the apparent confusion about the decision-making pur¬ 
pose of long-range planning seems also to be frequently reflected by the interpreta¬ 
tion of the term “long-range” or “long-term” planning to mean, say, a five-year 
planning horizon. Since the major purpose of formal planning is to 
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support strategic decision making for the future, each such decision calls for 
the consideration of the appropriate time horizon. The time horizon is conse- 
quendy a function of the type of decision to be made, not of the decimal 
system as would be suggested by the fact that a five-year planning horizon 
seems to be the most readily acceptable among planners. By choosing a 
time horizon at random or because everybody does it, rather than accept¬ 
ing that it is a function of the decisions to be made, people are still more 
inclined to confuse planning with forecasting. This is thus another conse¬ 
quence of the confusion about planning’s real purpose that can be ob¬ 
served in a number of companies. One is led to believe that what is 
required is the preparation of a five-year forecast and nothing more, and, 
again, the essence of formal planning is lost. 

Finally, a third symptom of the existing misunderstandings about the purpose of 
formal planning can be found in a number of companies that are trying to 
implement a formal planning process to an organization structure without proper 
regard for at what levels in the organization the responsibility for taking long-range 
strategic decisions in fact should rest. Companies may be classified all along 

e spectrum from those m which strategic decisions are all taken cen- 
rally to those in which strategic decision making will be highly decen- 
tralized. Planning should be undertaken by those levels in an organization 
which are responsible for the strategic long-term decisions. Thus, in a 
decentralized company, long-range planning should be undertaken at a 
number of organizational levels, say, by divisions, groups, and corporate 
headquarters. Separate forecasting as well as decision identification ef¬ 
forts should be worked out by all these units. Conversely, in a centralized 
corporation, planning should be undertaken at the corporate level, 
which, consequently, should prepare its own forecasts and strategic- 
decision alternatives. Often, unfortunately, one finds that only the fore¬ 
casting tasks of planning but not the action alternative generation task 
gets delegated to the divisions in a decentralized company and that the 
execution of the forecasting task is neglected at the corporate level. The 
result will be a confusion of the planning task, both at the divisional as well 
as at the corporate levels. Similarly, in centralized companies, one may 
md that forecasts are prepared centrally, and that a number of the 
luncuona 1 plans containing specific action proposals are prepared 
further down in the organization without any forecast base at all. Again, 
the purpose of planning is confused. 8 

THERE MUST BE CONSISTENCY! 

The desirability of ensuring a minimum common format and content 
requirement for the various organizational subunits’ plans in a di¬ 
visionalized corporation does basically arise because, as we have said, 
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formal planning is a decision-making tool that aims at coordinating the 
efforts of the various operating units. This coordination can be made 
much easier if the various inputs from the divisions are also consistent 
among themselves. The degree to which they must be consistent is really a 
matter of individual cases. The size of the company, the number of 
autonomous divisions in question, the diversity of business activities, the 
degree of interdivisionalized interdependence, the geographical spread 
of the location of the company’s activities, and other factors will deter¬ 
mine what the minimum format and content requirement must be. The 
requirement must be, however, that the preparation schedules, contents, 
and presentation formats must be such as to allow for reasonably effective 
aggregation of subplans so that corporate planning in fact can take place 
within the decentralized structure. Planning data must thus be easy to 
find, comparable and available at the same moment in time. 

A necessary requirement, then, for planning in a decentralized company must be 
that the inputs to the planning process in the various divisions must also be 
consistent These inputs include data about the economic environment 
such as inflation rates, labor cost rates, growth in the economy, etc., as well 
as data results from corporate constraints and choices such as the cost of 
capital, the rate of interest for borrowing, etc. All the operating units 
involved in the planning process obviously have to be given a common set 
of hypotheses with which to begin. Otherwise, their plans will be impossi¬ 
ble to discuss, compare, or coordinate. 

In companies that do not take the point of minimum content and 
format requirement as a “must,” it will, of course, be difficult for top 
management to use the formal plan as a decision-making tool. It fre¬ 
quently turns out that planning deteriorates and becomes less efficient. 
First, the accuracy of the plans may diminish to less than desirable, 
because of discrepancies in the underlying definitions for preparing the 
components of the plans. Second, the time required to complete plans 
may increase dramatically, because of delays due to incomplete time 
tables, time needed for clarifying misunderstandings, etc. Finally, quar¬ 
rels about inconsistencies in plans because of lack of common underlying 
content and formats may build up hostility among managers and detract 
energy and attention from improving the decision-support content of 
planning. 

STERILE ARGUMENTS OVER WORDS 

Let the following examples illustrate some of the problems that might 
arise when the various operating units do not use similar methods and 
languages when they prepare their formal plans. In a large French 
company, some of the operating units were using different cost concepts 
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under similar names, and no explicit explanation of these differences 
existed. As a consequence, the review of each divisional formal plan 
ended up in lengthy and sterile arguments concerning the meaning of the 
various terms used. In addition to the risk of serious confusions, this also 
reduced very much the credibility of the whole process. Each time a figure 
from the plan was under discussion, the immediate answer was: “How can 
one have confidence in a plan where such a confusion as to the real 
meaning of manufacturing costs’ exists?” Obviously, the quantitative part 
of the formal plan is only a portion of it and not necessarily the essential 
one. But such arguments are very likely to be used whenever there is 
already some resistance to the discipline required for going through the 
formal planning process. 

At this point, a note of interpretation may be warranted. Our plan for 
minimum common content and format requirements should not lead to the imple¬ 
mentation of generalized procedures when “tailored” approaches would be applica- 
For instance, a large multinational conglomerate has developed quite 
different formats for its major sectors of business involvement, industry, 
hotels and insurance. Obviously, also, cost concepts, depreciation rules, 
etc., differ substantially between these sectors. This is the way it should be, 
reflecting a tailoring of the systems to the given situational purposes. 
However, differences in definitions, concepts, schedules, etc., are made 
explicit, so that their effects on planning can be easily recognized and 
plans aggregated. 

Although the formal planning system of a company will be of key 
importance in terms of the long-term direction setting, there will natu- 
rally also be other management systems that support decision making in 
the company. For instance, the management control system, which typi¬ 
cally includes the one-year budget, will help assure that long-term policies 
and strategic decisions are being effectively implemented. Systems for 
operational control, such as inventory control systems or production line 
balancing systems, will assure that specific tasks are carried out effectively. 
Management information systems will facilitate the process of collecting, 
manipulating and transmitting information. Since all these systems, then, in 
fact will be pans of an overall corporate management system, an overall decision- 
support system, it becomes essential that the systems be so designed that they will 
function m an integrated way. All the different decision-support systems 
should be tailored to the given situational setting of the company Pro¬ 
vided the tailoring of the designs is done properly and carefully, integra- 
uon between the systems should be a resulting effect. Conversely, lack of 
integration may be seen as an indication that one or more subsystems have 
been designed with less than the requisite tailoring care. We may, in fact, 
say that the requirement that the formal planning system and the other 
decision-support systems should be integrated may serve as a check of 
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consistency that all the subsystems have been properly designed for a 
given company setting. This “must”—i.e. that the planning system’s de¬ 
sign be consistent with the other management systems—is illustrated in 
Exhibit 1. 

LINE MANAGERS MUST BE INVOLVED 

The fact is that a number of experts on planning long and vigorously 
have preached that the line managers must be actively involved in prepar¬ 
ing their own plans, because only when those responsible for perform¬ 
ance get committed to the plans will the latter stand a chance to get 
implemented. In spite of this, a number of factors tend to disentangle the 
line manager from planning: 

To attempt to increase the effectiveness of planning, staff planners 
may get involved and actually do the plans on the line managers’ 
behalf, to relieve the busy line from another burden and to ensure that 
completion dates are met. Done to a very limited extent this may cause 
little harm, but the danger is imminent that the line manager will soon 
get too disentangled to stay committed to the plans. 

Planning, and its content, may be seen by some as a tool to obtain power 
in an organization, which, consequently, may lead to planning being 
cultivated and “protected” by a small group of executives. We have 
seen planning as a “political science” happen particularly in a number 



Exhibit 1 Integrating formal planning with 
other decision systems 
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of European-based organizations, where there is a long-standing tradi¬ 
tion of practicing a more secretive management style. Company execu¬ 
tives may easily be led to believe in such settings that the issues dealt 
with in the formal planning process are so crucial that they should be 
kept confidential. This will of course be both true and legitimate for 
some of the issues, but on the other hand, how could one hope to 
implement a plan when large parts of the organization are unaware of 
its content? This is even more pertinent these days, as participative 
management develops from both sides. The confidentiality of certain 
issues may often be exaggerated, and should never be used as an 
excuse not to involve line managers. 

INFORMATION AS A STATUS SYMBOL 

The following example illustrates the source of trouble when informa- 
tion is retained as a status symbol in planning. In a holding company 
headquartered in Franee with sales in the vicinity of three billion francs 
and multinational industrial operations, it turned out that the top man¬ 
agers of the main subsidiaries had never discussed with their own man¬ 
agers the formal plans they were preparing for the headquarters. For 
them, knowing about the formal plan content was a symbol of their 
involvement with the strategic issues of the corporation. As a conse¬ 
quence, they did not feel that their immediate subordinate line managers 
ought to be informed. However, this had the consequence that their plans 
were mostly wishful thinking and totally lacked the practicality that would 
have made them implementable. For instance, some of the plants did not 
have the capacity to produce what the subsidiary top manager had 
planned for them. Of course, when it came to implementation, the line 
managers were unwilling to take the formal plan seriously. Had they been 
involved in the preparation from the beginning, this would have resulted 
not only in a more realistic formal plan, but also in a stronger cooperation 
for implementing it. 

Let us hasten to stress that we do not, of course, advocate that the entire 
line necessarily should be kept up to date on all major strategic decisions. 
For instance, in a major U.S. airline carrier, company planning is highly 
centralized, and predominantly top down. Key strategic information is 
shared among a few top executives and the degree of information going 
to the line further down in the organization is definitely much less than 
complete. However, given this type of organization, this is all right. The 
essence is that the line should receive enough information to plan mean¬ 
ingfully in every situation, the amount of information needed will, of 
course, vary from company to company. In our previous example of the 
French company, however, the line had definitely not received enough 
information to get involved in planning in a meaningful manner. 
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Related to the aforementioned difficulty is the “empire-building” syn¬ 
drome. As an indication of “the bureaucratic phenomenon,” the planning 
organization may have the tendency to grow for its own sake, a process 
that will blur the real purpose of the planning staff. For instance, in a large 
U.S.-based industrial company, the first step taken in getting a formal 
planning process started was to appoint a head of the planning depart¬ 
ment, who immediately proceeded to appoint assistants to the head of the 
planning department, and so forth. Subsequently, all these people started 
designing a system which they thought the company had to follow. How¬ 
ever, the way this was perceived by the line people was merely as an 
additional burden placed on them to satisfy some of the latest fancy 
information needs of those staff bureaucrats from above. When, after 
some time, the staff planners, frustrated by the slowness of getting plan¬ 
ning to work effectively, offered to undertake parts of the routine tasks of 
planning on the line people’s behalf, the line was more than pleased to let 
this perceived burden go. Needless to say, this attempt turned into a total 
failure, which the planning departments for some time desperately tried 
to ameliorate by adding still more to their empire building. This seems to 
be a frequent and grave mistake. Those who make the plans should be the 
line managers, not the members of the planning department. And the 
plans should be helpful and make sense to the line, not to the members of 
the planning department. An essential message for the success of a 
planning process is that planning must become a way of managing for 
the line people. The best way to convey this is through deeply involving 
those line people and holding back the growth of the planning staff. 

VIOLATING THE FIVE “MUSTS” 

The above are five “musts” of formal planning. Some of these princi¬ 
ples have been stated before by others, and other principles are simply 
plain common sense. However, as we have seen, it is surprisingly easy to 
violate one or more of these “musts” in real life. In designing and monitor¬ 
ing formal planning systems we should thus take the necessary precau¬ 
tions for avoiding such violations. 

More importantly, it may be that many of the frequent violations of the 
basic principles just discussed indicate a basic misunderstanding of plan¬ 
ning on the part of those involved, planners and line managers alike. Such 
symptoms, then, should lead to explanatory actions aimed at straighten¬ 
ing out these misperceptions. 

Designing and implementing planning systems implies experimenting 
with one’s organization in a real sense, through one’s choice of design 
variables. The expenses of performing the wrong experiments may, of 
course, become very high when we are dealing with very complex orga- 
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nizations. Our five “musts” may serve as guidelines to prevent the repeti¬ 
tion of mistakes done by others before. It should not be necessary to start 
designing the planning system from scratch, more or less “inventing the 
wheel.” 

Again, let us hasten to stress that treating these five points with particu¬ 
lar care is not in itself a guarantee of success. They are not cookbook 
recipes, in the sense that there is no such thing as a general applicable 
answer to the question of how to implement them. This is pretty much a 
question of each particular situation. There will never be a universally 
good way to involve line managers in the planning process, nor a universal 
set of common content requirements for the formal plans, nor a universal 
best way to formulate strategic choices before or in relation with the 
formal planning process, nor a universal approach to integrating plan- 
ning systems, nor a universal lecture to explain the purpose of formal 
planning. The “how-to-do-it” procedure depends essentially on each 
individual situation. Planning is really a way of behaving in the face of 
situations and, as such, it has to be adapted to each of them. 


Case 1 

Gotaas-Larsen Shipping 
Corporations 


By the late 1960s, International Utilities had spent 10 years on a 
program of acquisition and diversification. To help manage its expanded 
activities, International Utilities set up a complex formal planning system. 
In 1970, Mr. Arthur Goldenberg, a member of the planning staff, was 
transferred to Gotaas-Larsen Shipping Corporation (one of International 
Utilities’ larger subsidiaries), initially as an internal consultant and subse- 
quently as a Vice President of Finance and Administration. Mr. Golden¬ 
berg viewed his assignment as being . to help Gotass-Larsen in 

setting up a planning system. The output of the planning system was to be 
compatible with the system established at International Utilities.” 


*This case was written by Steven Alter and Sudeep Anand, Research Assistants, Massachu¬ 
setts Institute of Technology. 
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THE PARENT COMPANY 

International Utilities (IU), which as the forerunner of I.U. Interna¬ 
tional Corporation, was founded in 1924. During the following 15 years 
the company grew rapidly into a large public utilities holding company in 
Canada and the United States. Then, in response to changing regulatory 
climates, the utility properties outside Canada were sold, the capitaliza¬ 
tion simplified, and the parent company debt eliminated. From 1944 to 
1959 IU grew as the parent of gas and electric utility properties in Alberta, 
Canada. During the next decade the company embarked upon a program 
of acquisitions and strategic diversification into businesses whose growth 
and stability prospects were more compatible with lU’s long-term goals. 
In 1969 the emphasis shifted from acquisition and diversification to 
consolidation and internal growth. The transition from a utilities holding 
company to a diversified operating company was symbolized by the 
change in the company’s name from International Utilities to IU Interna¬ 
tional Corporation in 1973. 

As of 1973, IU was established in three major industry sectors with 
eight operating groups: 

—Energy Markets: in which the Ocean Shipping (Gotaas-Larsen), 
Energy Systems and Electric and Gas Services groups operated. 

—Transportation and Distribution Markets: in which the Transporta¬ 
tion Services and Distribution Services groups competed. 

—Environmental Markets: where IU operated through its Waste 
Management Services, Water Management Services and Land Man¬ 
agement and Tourism groups. 

Exhibit 1 shows lU’s 1973 financial statements. Exhibit 2 shows 10 years 
of historical data by major market and shows the contribution of each of 
the eight operating groups to IU’s revenues and income. 

Today, the breadth of its geographical and market diversification has 
lead IU to delegate all operating decisions to the management of each 
operating company. To manage its far flung activities, IU has adopted 
strong centralized controls in finance and planning, with special emphasis 
on asset management and long-range strategic planning. Operating 
management performance is measured against objectives established 
through IU’s planning system. Executive compensation is closely tied to 
the achievement of approved objectives. It is corporate policy to capitalize 
each operating group based on its own debt capacity in order that the 
capital structure of each operating group might reflect the characteristics 
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Exhibit 1 IU INTERNATIONAL’S FINANCIAL STATEMENT FOR 1973 

Statements of Consolidated Income 
Years ended December 31, 1973 and 1972 


(in thousands, except per share data) 


SALES, REVENUES AND OTHER INCOME 
COSTS AND EXPENSES: 

Cost of products sold and other operating costs and 
expenses, excluding depreciation and amortization 
Selling, general and administrative expenses, exclud¬ 
ing depreciation and amortization 
Depreciation and amortization 
Interest and debt expense 
Income taxes 
Minority interests 


INCOME BEFORE EXTRAORDINARY STEM 
EXTRAORDINARY ITEM 
NET INCOME 

DIVIDEND REQUIREMENT ON PREFERRED 
STOCK 

NET INCOME APPLICABLE TO COMMON AND 
COMMON EQUIVALENT SHARES 


EARNINGS PER SHARE 
PER AVERAGE COMMON AND COMMON 
EQUIVALENT SHARE: 

Income before extraordinary item 
Extraordinary item 

Net income 

ASSUMING FULL DILUTION: 

Income before extraordinary item 
Extraordinary item 

Net income 


1973 

1972 

$1,548,559 

$1,234,130 

1,110,116 

876,286 

196,186 

166,867 

66,285 

59,145 

60,942 

39,537 

32,514 

23,586 

8,659 

8,717 

1,474,702 

1,174,138 

73,857 

59,992 


684 

73,857 

60,676 

1,672 

2,231 

$ 72,185 

$ 58,445 


$ 

2.31 

$ 

1.88 

.02 

$ 

2.31 

$ 

1.90 

$ 

2.07 

$ 

1.65 


- 


.02 

$ 

2.07 


1.67 


Consolidated Balance Sheets 
December 31, 1973 and 1972 (in thousands) 


CURRENT ASSETS: 

Cash 

Accounts receivable, less allowance, 1973—$4 690* 
1972—$4,546 
Inventories 

Prepaid expenses and other current assets 
Total current assets 


RESTRICTED CASH DEPOSITS (1973—$6,714- 
1972—$8,972), NONCURRENT ACCOUNTS 
AND NOTES RECEIVABLE 


1973 1972* 


$ 68,878 

$ 40,382 

212,753 

215,384 

142,305 

116,540 

27,958 

26,174 

451,894 

398,480 

39,484 

49,514 
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Exhibit 1 (continued) 


LAND HELD FOR SALE OR DEVELOPMENT 

22,729 

29,170 

COOPERATIVES, JOINT VENTURES AND 

SUBSIDIARIES AT EQUITY 

76,264 

63,206 

INVESTMENTS 

11,829 

25,688 

PROPERTY, PLANT AND EQUIPMENT 

1,435,346 

1,313,722 

Less accumulated depreciation and amortization 

431,367 

386,525 

Net property, plant and equipment 

1,003,979 

927,197 

DEFERRED CHARGES, less amortization 

18,501 

19,707 

OPERATING RIGHTS AND OTHER INTANGIBLES, net 

40,420 

36,093 

Total assets 

$1,665,100 

$1,549,055 

LIABILITIES AND SHAREHOLDERS’ EQUITY 

CURRENT LIABILITIES: 

Notes payable 

$ 91,057 

$ 87,912 

Accounts payable and accrued liabilities 

193,324 

177,022 

Income taxes 

10,288 

2,387 

Long-term debt—current maturities 

50,444 

39,066 

Total current liabilities 

345,053 

306,387 

LONG-TERM DEBT 

583,247 

590,656 

OTHER LIABILITIES, principally utility construction advances 

98,462 

87,613 

DEFERRED INCOME TAXES 

34,628 

25,050 

MINORITY INTEREST IN SUBSIDIARIES 

109,599 

97,410 

SHAREHOLDERS’ EQUITY 

Series preferred stock 

28,053 

30,868 

Series preference stock 

41,560 

48,107 

Common stock 

34,676 

32,650 

Additional paid-in capital 

117,486 

101,055 

Retained earnings 

309,280 

256,454 

Less shares in treasury, at cost 

531,055 

36,944 

469,134 

27,195 

Total shareholders equity 

494,111 

441,939 

Total liabilities and shareholders’ equity 

$1,665,100 

$1,549,055 


* Certain items have been reclassified to conform to current classification 
Source: 1973 Annual Report 

of its own industry. Management views cash dividends as a form of 
corporate discipline, and each subsidiary is expected to pay an annual 
dividend to the parent company. 


GOTAAS-LARSEN SHIPPING CORPORATION 


Gotaas-Larsen Shipping Corporation was the successor to a partner¬ 
ship formed in 1946 by the late Mr. Trygve Gotaas and Mr. Harry Irgens 
Larsen. Initially Gotaas-Larsen managed ships for other owners, but later 
purchased vessels of its own. Gotaas-Larsen’s first purchases were oil 



10-Year Financial Comparisons 

Adjusted for poolings of interest. (In thousands, except per share data) 
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Exhibit 3 Gotaas-Larsen Shipping Corp. Organization Chart 















Gotaas-Larsen Fleet March. 1974 

Bar indicates duration of charter 
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Strategy , Structure , and Sty/e 


tankers, which were acquired in the early 1950s when it was foreseen that 
there would be a need for increased U.S. shipping due to the Korean War. 
Around 1961 the company entered its second major market area, bulk 
carriers. In August 1963, the company was acquired by IU for $13.2 
million in common stock. Gotaas-Larsen’s increasing need for capital was 
a major factor in its becoming part of IU. At the time of the acquisition, 
Gotaas-Larsen’s fleet consisted of 12 ships totalling 350,000 dwts. Over 
the next 10 years the company grew rapidly. As of 1973, the fleet con¬ 
sisted of 54 cargo ships totalling 4.1 million dwts and 6 passenger cruise 
ships. 

Currently, about 70—80 percent of Gotaas-Larsen’s revenues come 
from its tankers, with the balance being derived about equally from its 
bulk and cruise operations. Gotaas-Larsen owns (fully or partially) a large 
part of the fleet it operates. The remaining part is either chartered in 
from other owners or is operated by Gotaas-Larsen as agents. The break¬ 
down of the major types of trade Gotaas-Larsen ships 1 are involved in can 
be seen from Exhibit 4 which also shows the current chartering arrange¬ 
ment for Gotaas-Larsen’s fleet. 

The legal corporate structure of the company is rather complicated. 
Typically, each vessel is owned by a separate company which is directly or 
indirectly a wholly owned subsidiary of Gotaas-Larsen Shipping Corpora- 
tion. For the most part, subsidiaries are incorporated in Liberia or 
Panama to take advantage of favorable fiscal, tax, and operating condi¬ 
tions. U.S. income taxes must be paid on money that is remitted by these 
subsidiaries to the parent company. Gotaas-Larsen Inc., a wholly owned 
subsidiary of Gotaas-Larsen Shipping Corporation, provides centralized 
management services including chartering arrangements for all the sub¬ 
sidiaries. For purposes of planning and operations, the organization chart 
may be viewed as one entity, as shown in Exhibit 3. 

PEOPLE WHO MANAGE GOTAAS-LARSEN 

The style of strategic management at Gotaas-Larsen is largely set by the 
Chairman, Harry Irgens Larsen, the President, Louis Krall and the Ex¬ 
ecutive Vice President, Finn Grape, while the day-to-day operations of the 
company are managed by the latter two. All three are provided staff 
assistance and financial advice by Mr. Goldenberg. 

Mr. Larsen (age 66) began his career with a ship brokerage in Norway 
and later worked for the second World Wartime Norwegian Government 
dipping Agency in Montreal and New York. Mr. Larsen cofounded 
Gotaas-Larsen, Inc. in 1946 with Trygve Gotaas and served as a partner 


Appendix 1 gives a glossary of common shipping terminology. 
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until 1956, when he became President and Chief Executive Officer of the 
Gotaas-Larsen Shipping Companies. In 1963, when Gotaas-Larsen was 
merged into IU, he became a director and Vice President of IU. Mr. 
Larsen also continued to be President of Gotaas-Larsen until 1971 when 
he became Vice-Chairman of IU. Since 1972, he has also been the Board 
Chairman and CEO of Gotaas-Larsen. Mr. Larsen has been an interna¬ 
tional figure in the shipping industry for many years. 

Mr. Krall (age 54) graduated from New York University with a degree 
in Business Administration. He joined Gotaas-Larsen in 1948 and became 
its Treasurer in 1952. He became a Vice President in 1965, the Executive 
Vice President in 1970, and has been President since 1972. One of Mr. 
Krall’s beliefs is that the way to run a company effectively is to limit the 
number of people managing it. He also believes that as the company 
grows, formal planning and control systems have to be instituted to help 
management make decisions since the management has to become more 
impersonal. He believes that computers have created profound oppor¬ 
tunities for the shipping industry. “They have made possible the building 
of very large ships, but they have also made possible the planning and 
control of the companies that own and manage these ships.” 

Mr. Grape (age 41) joined Gotaas-Larsen as assistant to the President in 
1970 after working as a tanker broker with Fearnley and Eger Chartering 
Co., Ltd., in Norway. In 1972 he became Executive Vice President and 
assistant to the Chairman. 

Mr. Goldenberg (age 42) is a graduate of the Harvard Business School. 
Before coming to Gotaas-Larsen, he worked in the planning group of IU 
International. During this time he was intimately involved with the IU 
planning system. He first came to Gotaas-Larsen as a internal consultant 
to help upgrade the planning system and make it compatible with that of 
IU. In 1972 he joined the Gotaas-Larsen management as the Vice Presi¬ 
dent for Finance Administration. 

STRATEGIC SEARCH: A KEY COMPONENT OF 
STRATEGY FORMULATION 

Although Gotaas-Larsen makes extensive use of its formal planning 
system, some key planning activities take place outside the formal system. 
One such activity is the ongoing search for new business opportunities. 
This process of environmental scanning is a chief responsibility of Messrs. 
Larsen, Krall and Grape, all of whom maintain a wide range of contacts 
throughout the shipping world. 

For example, Gotaas-Larsen’s acquisition of LNG tankers, VLCC’s, 
semisubmersible drilling rigs, etc, originated from the search activity of 
the top level management of the company. After years of on-and-off 
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analysis and consideration, when the top managers felt that the time was 
ripe in terms of the expected development of these markets, the decision 
was made to proceed with a more formal and thorough evaluation of the 
acquisition of these new types of ships. At this point, their concepts for 
developing these new lines of trade began to take operational form 
through the formal planning process. Thus, many formal planning ac¬ 
tivities originate from ideas generated by top management through work 
outside the formal process. 

For existing lines of trade, opportunities are often identified in the 
operating, technical and chartering departments by line managers, who 
keep close tabs on conditions in the markets where Gotaas-Larsen is 
already operating. This environmental scanning is fairly easy because the 
shipping industry is very open, with much information available in ship- 
ping journals and through trade associations. Also, the managers main- 
tain close contacts with ship brokers and shippers to keep track of demand 
for different kinds of ships. To monitor new technology or types of ships, 
the managers communicate with shipyards, which also contact Gotaas- 
Larsen occasionally to offer ships for which the orders have been can¬ 
celled by another company. 

GOTAAS-LARSEN’S STRATEGIC POSTURE 
AND PHILOSOPHY 

Gotaas-Larsen's current strategic philosophy is governed by what top 
management perceive as its strengths and weaknesses. Since Gotaas- 
Larsen is a publicly held company, it has audited financial statements. It is 
felt that this gives Gotaas-Larsen a slight advantage over privately held 
firms in getting funds from banks and other sources. Also, its manage- 
ment team has a very good operating record which gives Gotaas-Larsen a 
competitive advantage in arranging new charters. Countering these 
strong points, are several constraints under which the company operates. 
Since it is a U.S.-based company, Gotaas-Larsen, when compared to its 
oreign competitors, is limited in its ability to siphon money through its 
series of foreign subsidiaries. One reason for this limitation is that U.S. 
taxes have to be paid when GL repatriates money from its foreign sub¬ 
sidiaries. Since Gotaas-Larsen is relatively thinly manned in terms of 
members m its management team, it is somewhat limited in its ability to go 
into businesses which require large amounts of manpower. 

Gotaas-Larsen’s top management philosophy can be summarized as 
follows: 

Financial. It hopes to maintain a 60-70% debt to total capitalization 
ratio. Also, as a constraint set by the parent company, it does not consider 
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any new investments or business areas that will not yield at least a 15% 
DCF return on equity before tax or a 20% average return on equity after 
taxes. It must also plan to satisfy IU International’s needs for income and 
dividends. 

Trade . Gotaas-Larsen views shipping and other ocean activities and 
support services as its area of expertise and main line of business. How¬ 
ever, due to its lean management organization, it will not enter trades 
such as containerized shipping or ocean liners, which require major, 
people-intensive management efforts. Consistent with this Gotaas-Larsen 
has delegated away the management of its cruise business. Finally, due to 
risk considerations Gotaas-Larsen shies away from any business or in¬ 
vestment which is limited to one country. 

Chartering Policies. IU wants to maintain a steady growth path for its 
reported earnings. Since Gotaas-Larsen contributes nearly 50% of LU.’s 
income, it is essential that Gotaas-Larsen also have a stable earnings 
pattern. To achieve this goal, Gotaas-Larsen follows a policy of sailing a 
large part of its fleet on medium to long term (2-10 years) charters. 
Exhibit 4 shows the future commitments of the Gotaas-Larsen fleet of 
ships. This policy avoids the high risk, volatile spot market. In recent 
years, however, following a long-term chartering policy has also proved 
risky (in the absence of cost escalation clauses) due to the unexpectedly 
high rate of cost inflation in the industry. 

Investment Gotaas-Larsen maintains a fleet of fairly new ships and 
prides itself on being able to buy “new technology” ships early enough to 
make good returns. At the same time, however, every ship in the fleet is 
considered to be for sale at the right price. Of course, each investment 
must promise at least a 15% DCF return before tax on equity. 

QUESTIONS FOR DISCUSSION 

Design a planning and control system for Gotaas-Larsen. In doing this 
it may be helpful to read the overview of management in the shipping 
industry in Appendix 2. Some of the questions which should be answered 
in your design include: 

What should be the formal cycle of activities? 

Who are the people who should be involved and what should they do? 

What differences, if any, does it make for the planning system’s design 

that Gotaas-Larsen is a part of the larger IU? 

What documents should be produced and who should get them? 

What should be the role of models/computers in the process? 
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APPENDIX 1 

Shipping Terminology 


Five types of charters are used commonly in shipping: 


Time Charter. This is the most common charter arrangement. The 
vessel is chartered for a specified period of time at a specified rate per 
deadweight ton of capacity per calendar month. Operating costs for 
crew, stores, maintenance, insurance, etc. are commonly paid by the 
owner, while voyage costs such as fuel, port and cargo charges, etc. are 
paid by the charterer. 

Bareboat Charter. This is similar to a time charter, except that the 
s ipper charters the boat “bare,” provides his own crew, and pays all 
operating expenses. This is generally regarded as being analogous to 
leasing as a financing arrangement. 

Consecutive Voyage Charter. Under this arrangement, the ship is 
chartered for a specified number of consecutive voyages among 
specified ports over a specified time period. The charterer pays an 
agreed freight rate per ton of cargo lifted on each voyage. All expenses, 
including voyage costs, are paid by the owner. 

Single Voyage Charter. This is commonly known as a “spot market” 
charter. The vessel is chartered to lift a cargo from one or more leading 
ports to one or more discharging ports at a specified freight rate. Single 
voyage charters are identical to consecutive voyage charters in all 
respects except their one-time nature. 

Contracts of Affreightment. This type of contract provides for the 
shipment of a specified quantity and type of cargo from and to 
specified ports over a specified period of time at a certain freight 
payment per ton. It usually required the owner to use vessels of certain 
mmimum/maximum sizes. As in the case of single voyage charters the 
owner pays all transportation costs. 


APPENDIX 2 

Overview of Management in Shipping 1 


dipping companies are characterized by a relatively centralized man¬ 
agement structure. The management system of most shipping companies 
is called upon to make three types of decisions. The first type are those 


; A large part x/ °i T this a PP en d ix is base <* upon “Portfolio Planning in Bulk Shipping Companies,” by P. 
Res r LTh a BeJgen 0 1973 n mShi ^ Mana ^ men ^ P- Lorangeand V. Norman, ed.. Institute for Shipping 
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that chart the business directions of the company and may be termed as 
“portfolio planning decisions.” The second are the actual ship investment 
decisions and the third are the ship operating decisions. The following are 
some key aspects of these 3 types of decisions: 

Portfolio Planning . The portfolio planning problem has 3 main di¬ 
mensions. The first is the choice of financial structure of the firm (i.e., the 
debt/equity ratio). The debt could be of different types, from mortgages 
on one vessel at one end of the spectrum through a corporate debt issue at 
the other end. The second important dimension is the allocation of capital 
to the different types of trades (e.g. tankers, bulk, cruise, etc.). Each trade 
has different characteristics and different returns to the capital invested. 
The third important variable is the chartering policy to be followed within 
each trade chosen (e.g. spot charter, short-term charters, long-term char¬ 
ters, etc.). 

Investment Decisions, The investment decisions deal with the buying 
and selling of tonnage within the portfolio framework. Since the price of 
new tonnage is very sensitive to conditions in the industry, the timing of 
placing orders for new tonnage is a crucial determinant of the rate of 
return on each new ship bought. For new types of ships, ideas take a 
number of years in moving from the “drawing boards” to common usage. 
In buying ships involving new technology, timing is especially critical. 
Also there is a well-developed market for secondhand ships so that the 
average age of the company’s fleet is a controllable variable. 

Operating Decisions. These decisions are concerned with the day-to- 
day activities of running the fleet and are executed within the framework 
provided by the portfolio planning and the investment decisions. Operat¬ 
ing decisions include things like scheduling ships, finding new charters, 
etc. Normally the ship’s captain has control over voyage costs (e.g. the fuel 
consumed depends on the speed), while the chief engineer is responsible 
for the maintenance of the equipment. However, many of the operating 
decisions such as setting up drydocking schedules, finding new cargos, 
and hiring crews are made centrally. 

Of course, these three levels of decision can be broken down much 
more finely. The planning and control process is designed to ensure that 
however they are broken down, they are made in a timely and appropriate 
fashion. The portfolio decisions limit the range within which the more 
specific goals and objectives of the company can lie. The investment 
decisions provide the assets which are required to achieve these goals and 
objectives. The operating decisions are the implementation phase of the 
strategy. 



Case 2 


Norton Company-A* 


The need for planning occurred only recently. Five years ago we were a 
one-product company. Abrasives constituted 90 percent of our sales, and 
we instinctively understood our product’s future. We’d been in the business 
for a lifetime. But now the case is quite different. Abrasives are only about 
64 percent of our business. 

We started to diversify several years ago. The abrasive industry was not 
growing very rapidly, and we decided that we weren’t properly utilizing our 
resources for growth. Now we are in new businesses and have many product 
lines. There is a new demand for capital. We have gone from being a 
cash-rich to a borrowing company. Now, no man can grasp all the details. 
Planning helps us understand the alternatives in resource allocation for 
optimum results. We started our planning none too soon. 

These comments were made in the spring of 1967 by Mr. John Jepp- 
son, who was then the Executive Vice President of the Norton Company, 
Worcester, Massachusetts. He was discussing the development of formal 
corporate planning at Norton, from its initiation in 1966. 

Background of Norton 


Starting from the production of grinding wheels (bonded abrasives) in 
1885 as a pottery shop sideline, Norton had become the world’s largest 
abrasive manufacturer. In 1966, the company employed over 19,000 
persons and operated plants at 45 locations in 17 countries. The financial 
growth of the Norton Company over the years 1958-1966 is summarized 
in Exhibit 1. 

In the abrasives industry, Norton Company and Carborundum Com¬ 
pany accounted for about half of the bonded abrasive market; Norton 
Company and Minnesota Mining and Manufacturing Company ac¬ 
counted for about half of the coated abrasive market. An estimated 150 
smaller companies shared the remainder of both markets. 

Norton had expanded its product lines over the years (including 1931 


hlia 7 a prepared under the supervision of Associate Professor Francis J. Aguilar 

based on student reports wntten by Messrs. Stephen W. Chesebrough, Alfred C Dix 
Carson M. Duncan, Wilfned E. Kaffenberger, and John L. Withers. 

Copyright © 1969 by the President and Fellows of Harvard College. 
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Exhibit 1 NORTON COMPANY CONSOLIDATED NINE-YEAR FINANCIAL REVIEW 
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Source: Norton Company 1966 Annual Report 
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and 1932 mergers with Behr-Manning Company and Pike Company) to 
include crude abrasives, abrasive grain, machine tools, refractories mate- 
rials, bonded abrasives,coated abrasives, sharpening stones, pressure- 
sensitive tapes, and grinding fluids. Recent acquisitions added National 
Research Corporation (1963: high vacuum equipment, refractory metals, 
superconductors, and other technological products), Clipper Manufac¬ 
turing Company and its related companies (1964: specialized construc- 
tion equipment), and U. S. Stoneware Company (1966: ceramic, metal, 
and plastic tower packings and internals for chemical processors, plus 
plastic tubing and other vinyl products). 

Norton divisions traditionally enjoyed considerable autonomy. The 
recent acquisitions had somewhat reduced Norton’s dependence on the 
mature and cyclical abrasive industry, but abrasive products still ac¬ 
counted for 64 percent of the company’s sales in 1966. 

PLANNING AT THE CORPORATE LEVEL 

In 1966 corporate headquarters attempted to inaugurate a cor¬ 
poratewide, recurring planning process for looking beyond one year. On 
several occasions before, the corporation and some divisions had engaged 
in limited activities involving planning for more than one year. 

In 1955, management showed concern about the future direction of 
the company by calling for a study to compare Norton’s growth rate and 
profit performance with those of other major companies. Another look at 
the corporation as a whole was made in 1961, when the assistant to the 
treasurer tried to assess the future of Norton. His report was presented to 
the board of directors. (There was little, if any, communication to divi¬ 
sional management on the results of this study.) About the same time 
another corporate executive was studying acquisition possibilities at the 
corporate level. 

The first corporatewide formal planning effort was one coordinated 
by Mr. Allan A. Kassay beginning in mid-1962. Mr. Kassay had been head 
of the Refractory Division’s Commercial Development Department, and 
as such had been deeply involved in the division’s efforts beginning early 
in 1962 to plan ahead.” Mr. Kassay’s effort at the corporate level actually 
began as a search for companies to acquire, since Norton’s top manage¬ 
ment saw the key question to be, “How should we diversify?” Within six 
months, Mr. Kassay was arguing that the crucial questions to be asked 
really were: “What are our objectives?” and “What is our potential?” 

One result of the dialogue that followed was a request by Mr. Ralph F. 
Gow, President of Norton, for the divisions to look ten years ahead and to 
predict sales, profit, cash flow and return on investment. Mr. Kassay 
composed the actual questions asked of the divisions and coordinated 
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collection of the data. The resulting consolidated growth projection was 
not ideal in the eyes of top management, but no imminent crisis was seen. 

Projections of the economic environment, and lists of strengths and 
weaknesses pointed out areas needing management’s attention. Although 
the terms “long-range planning” and “planning gap” were not then in use 
at Norton, and although the 1962-1963 effort had not been intended to 
start a recurring process, Mr. Kassay claimed as one benefit of that 
particular effort the realization by Norton’s management that much of its 
time should be spent looking ahead. 

Appointment of Mr. Harris 

The ten-year look indicated that many of Norton’s markets were mature, 
that its profits were indeed sensitive to cyclical swings, and that a large 
cash flow could be expected in the coming years. Before the end of 1963, 
Mr. Richard Harris was appointed Director of Corporate Development, 
reporting to Mr. Gow. Mr. Harris was to be mainly concerned with growth 
through acquisition and merger. 

Late in 1965, Mr. Harris began reporting to Mr. Jeppson. The two 
easily agreed that regular formal planning should become part of 
management’s way of life at Norton. They were encouraged to work 
towards this end when Mr. Milton P. Higgins, Chairman of the Board, 
suggested that Norton should do some five-year sales forecasting. By the 
turn of the year, the question receiving more and more attention from 
corporate executives was, “What should we do to start planning?” 

The Corporate Planning Committee 

A Corporate Planning Committee was set up in February 1966 by Mr. 
Jeppson to guide the move toward a regular formal planning process. 
The planning committee comprised Mr. Robert A. Stauffer, Vice Presi¬ 
dent for Research; Mr. John F. Dingle, Controller; Mr. J. E. Cotter, 
Corporate Economist; Mr. Jeppson; and Mr. Harris. The latter was 
named chief coordinator of the committee and was responsible for get¬ 
ting planning activities started. An abridged organization chart of 
Norton’s top management in early 1967, presented in Exhibit 2, indicates 
the organizational position for each of the planning committee members. 

The planning committee met almost weekly for the next few months, 
and attacked two major questions: 

1 . By what process should formalized planning be ingrained into life at 
Norton? 

2. What are appropriate corporate goals for Norton Company? 
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* Members of the Planning Committee 
**Additional Members of the "Expanded" Planning Committee 

Exhibit 2 Norton Company Corporate Organization, February 1967 (abridged to highlight people in the case) 
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A year later, in early 1967, no answer had yet been given to the second 
question, but decisions were made concerning the first. 

A March 21, 1966, memorandum from Mr. Jeppson to division gen¬ 
eral managers cited a need for regular formal planning and outlined a 
plan and schedule for starting such an effort. The basic idea was to survey 
divisional planning history and attitudes and, after discussions, to issue 
guidelines for the preparation of divisional “provisional plans.” 

Mr. Zimmerman’s Research Report 

In late April, a coincidence occurred. Mr. Harris, pressed for time, saw a 
need for help in starting the planning process. Mr. Marlin Zimmerman, 
then a second-year student at Harvard Business School, arrived at Norton 
seeking to do his research report in the area of planning. An arrangement 
was made whereby Mr. Zimmerman received the cooperation he needed 
for his research in exchange for helping Mr. Harris evaluate the available 
alternatives for implementing planning at Norton. Between April 22 and 
May 12, Mr. Zimmerman surveyed the divisional responses to Mr. 
Jeppson’s March 21 memorandum, investigated planning literature, and 
wrote a report for the Norton management. 

Highlights of the Zimmerman report were a network diagram of a 
planning process and a recommendation for introducing the process at 
Norton. The network diagram, with the slight revisions subsequently 
made, is reproduced as Exhibit 3. The recommendation advised Norton 
to allow the planning process to evolve from a limited first-year effort, 
rather than to try to impose at the on-set a complete, ready-made system. 
Mr. Zimmerman received his M.B.A. degree in June 1966 and took 
employment in Ohio. 

After some discussion of the report, it was decided that the process 
described in the network diagram appeared useful for Norton, and that 
in 1966 the divisions should complete the activities contained in the first 
half of the diagram, up to and including the “. . . TENTATIVE FI¬ 
NANCIAL FORECAST.” 

Visits by Corporate Groups 

The concept of formal planning activities was introduced to the organiza¬ 
tion through a series of visits to the divisions by corporate groups begin¬ 
ning June 6. The composition of the groups varied somewhat, but always 
included Mr. Jeppson and Mr. Harris. In these introductory meetings, 
Mr. Jeppson explained the importance of the planning effort; and Mr. 
Harris explained the network diagram. One divisional vice president 
remarked, “It was a good diagram. Dick Harris has found the MAYA 
(most advanced, yet acceptable) solution. It’s a tricky thing to do.” 
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Divisions were asked to produce a five-year plan by October 1. It was 
left to the divisions to decide exacdy who would do what in the process and 
in what format the final plans would be presented. 

During interviews in early 1967, several of Norton’s executives pointed 
out the crucial significance of Mr.Jeppson’s involvement in designing and 
implementing the planning process. The fact that he personally endorsed 
the process during the visit made clear to these executives the intention of 
top corporate management to make regular formal planning an impor¬ 
tant part of managing at Norton. 

In a memorandum dated July 20, 1966, Mr. Jeppson notified corpo¬ 
rate staff groups that they, too, were expected to submit five-year plans by 
October 1. Attached to this memorandum was a copy of the network 
diagram and an explanation of the planning effort. 

By June 24, Mr. Cotter had issued his annual domestic five-year 
economic forecast. On July 25 he issued a set of “corporate assumptions” 
which had been agreed upon by the planning committee. Corporate 
goals, although continually debated within the planning committee, had 
not been reduced to writing for the benefit of the divisions. To aid 
thinking about financial goals, it was decided to undertake a comprehen¬ 
sive financial comparison with other U. S. corporations. The nature of 
this comparison was defined by Mr. Dingle, Corporate Controller, in a 
memorandum of June 2, shown in Exhibit 4. As for the up-coming 
planning effort, divisional executives, by one means or another, had 
identified criteria which they thought important to corporate manage¬ 
ment. Chief among these were return on investment and growth rate. 

The criteria selected and the general approach to formal planning at 
the divisional level was undoubtedly influenced by earlier experiences 
with making up budgets. Budgeting on an annual basis had already been a 
well established tradition at Norton when formal planning began. The 
mechanics for compiling the budget (called the financial plan) were the 
responsibility of the controllership organization. In 1966 a position with 
the title “Manager of Financial Planning and Control” was created in the 
controller’s department to be responsible for the formulation of capital 
budgeting procedures. One outcome of this development was a request 
for a five-year capital requirements forecast from each division. It was 
anticipated that this information would be prepared in the future as part 
of the quantitative phase of the planning cycle. 

As August ended, Mr. Harris sensed that an exchange of ideas on the 
planning effort up to that point could benefit divisional planners. Hence, 
on September 8 representatives from all divisions met to hear how the 
others were going about planning. 

On September 19, Mr. Zimmerman was hired by Norton and ap¬ 
pointed Manager of Corporate Planning under Mr. Harris. 
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Exhibit 4 NORTON COMPANY -A A Memorandum from 
the Corporate Controller on Setting Corporate Goals 
or Long-Range Planning 

June 2, 1966 

MEMORANDUM - CONTROLLER 

This is a skeleton outline for the development of cor¬ 
porate goals. Please comment. 

Qualitative Areas 

1. Degree of technological, product, distribution, and 
market diversification. Service industries vs. mfg. 

2 . Penetration of international markets. 

3. Government business. How much and what kind? 

4. Acquisitions vs. development balance. 

5. Quantity of new stock which management and/or stock¬ 
holders will approve. 

6 . Management & stockholder attitudes/desires. 

(a) Size, growth, EPA, ROI, dividends. 

(b) Relocation of plants and other operations. 

(c) Financing - Leverage, classes of equity, etc. 

Quantitative Areas 
Problems: 

Determine objective P/E ratio. 

Full use of internally generated funds. 

Dividend policy. 

Position in U. S. industrial "pot. " 

Optimum use of leverage. 

Optimum ROI. 

Determine objectives in following areas in order to 
achieve best balance of above and qualitative goals. 

Sales growth 
Profit $ growth 
EPS growth 
ROI 

Dividend policy 
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Exhibit 4 (continued) 

Specific Studies 

These would be carried out*in order to provide infor¬ 
mation for decisions on quantitative and qualitative goals. 

1. Internal 

(a) P/V relationship and B/E point for each division 
and/or major product group, and over-all. 

(b) ROI factors: 

Sales/(Assets - Current Liabilities) 

Op. Profit/Sales 

2. External 

(a) Corporate profits vs. GNP. - Trends and correla¬ 
tion. 

(b) Durable goods profit vs. FRB. - Trends and corre¬ 
lation. 

(c) Norton vs. corporate and durable goods profits. 

(d) Study of 1st 250 ” Fortune” companies 

Sales: Growth and trend vs. GNP and durables. 
Profits: Growth and trend vs. corporate and 
durables. 

(e) Study selected public companies similar to Norton 

1) Those with P/E above 15:1 

2) Sales, profit, and EPA growth 

3) ROI analysis 

4) Dividend policy 

5) Use of leverage 

6 ) P/V characteristics 

(f) Study of principal competitor(s) 

Decision Steps 

1. Based on quantitative studies, project growth rates for: 

GNP 

Sales and Earnings: 

All corporate 
Durables 

”lst 250” Fortune companies 
Selected public companies 
Principal competitor(s) 

2. Based on policy that Norton must be = or + some of the 
above, select growth criteria. 
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Exhibit 4 (continued) 

Based on study of selected public companies (2(e) under 
specific studies), determine objective for ROI, dividend 
policy, leverage, growth in sales, profit and EPS. 

Test 2 + 3 vs. qualitative goals and preliminary con¬ 
solidated plan (sum of divisions) for fit. 

Reappraisal of goals in light of 2, 3, & 4. 


(initialed) 


J. F. Dingle 
280 
JJ 
JEC 
RHH 
RAS 
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Planning Review Meetings 

Meetings to review divisional plans were held in November and De¬ 
cember. As was expected, the format of the divisional plans and presenta¬ 
tions varied widely. Attendance at the planning reviews varied also. The 
planning committee always attended, as did Mr. Zimmerman and the 
head of the division being reviewed. In addition, members of the Execu¬ 
tive Committee: Messrs. Higgins, Gow, Perks, Cowan, and Cushman 
attended on occasion. The three executives named last became regular 
attendees and, with the original planning committee and Mr. Zimmer¬ 
man, made up what came to be called, informally, the Expanded Planning 
Committee. Divisions were free to bring whomever they wished to their 
planning review. Representatives of divisions other than the one being 
reviewed on a given day were not invited to attend. 

At the planning review, questions were asked concerning the divisional 
plans. One member of the Expanded Planning Committee noted that the 
quality and sophistication of the questioning rose noticeably between the 
first planning review meeting and the last. 

Planning Response Meetings 

A second series of meetings was started December 28, 1966. In these 
meetings, the Expanded Planning Committee commented on the divi¬ 
sional presentation to the division general managers. The divisions had 
been expecting some reaction by corporate management ever since the 
planning reviews, and these planning responses were designed to meet 
this expectation. Typical of these meetings was that of the Abrasive 
Division, whose General Manager, Mr. Cushman, was also a member of 
the Expanded Planning Committee. The Abrasive Division discussion 
lasted three hours, with Mr. Cushman and the rest of the committee 
openly evaluating the Abrasive Division’s plans and its planning review. 

Mr. Jeppson sent a memorandum to the general manager of each 
division after its planning response meeting. Each memorandum sum¬ 
marized the major points agreed upon in the meeting, thanked the 
participants for their effort in 1966, and expressed the desire for con¬ 
tinued progress in making planning a way of life for the Norton manager. 

PLANNING AT THE DIVISIONAL LEVEL 

Some planning had been done by the divisions for themselves prior to 
the 1966 corporate effort. Mr. Cotter, the corporate economist, stated 
that Behr-Manning had been doing five-year forecasting and some plan¬ 
ning since the early 1950s. 
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Another example could be found in the Abrasive Division, which 
under the leadership of Mr. Jeppson had begun annual five-year forecast¬ 
ing of sales by aggregate product groups in 1957. Two committees, one 
for forecasting grain sales, the other for forecasting wheel sales, had thus 
been in existence for several years previous to 1966. These committees 
turned out to be a useful starting point for the more thorough 1966 
effort. 

In 1961, the Refractories Division (later the Refractories and Protec- 
tive Products Division) had organized a combined planning and reevalua- 
tion effort headed by Mr. Kassay. By 1964, the re-evaluation of market 
needs and divisional resources was complete.lt led to an extensive rede¬ 
ployment of resources and considerable reorganization. 

In March 1966, Mr. Jeppson sent out a memorandum to the divisions 
asking them to list their present planning practices. The responses, mostly 
received by April 4, included descriptions of the planning of those divi- 
sions mentioned above, as well as the others. National Research, Clipper, 
and the Machine Tool Divisions all stated in their letters that they had no 
formal, long-range planning activities at that time. 

The 1966 Divisional Effort: National Research Corporation 

On July 1, 1966, Mr. Kassay was appointed an N. R. C. vice president in 
charge of three of N. R. C.’s five internal divisions. 1 Because of Mr. 
Kassay s background, Mr. Hardy, N. R. C.’s president, had designated 
him as divisional planning coordinator. 

N. R. C. s Management Committee,” consisting of Messrs. Hardy and 
Kassay and the divisional and staff managers that reported to them, 
became a planning group. The purpose of this committee was seen as 
twofold: 


1. To discuss and coordinate the various divisional plans as they were put 
together. 

2. To thrash out the charters for the N. R. C. divisions. 


However, as Mr. Kassay explained, the main burden of the planning 
effort had deliberately been placed on the divisional managers. “The 
responsibility was made clear.” 

Mr. Kassay indicated some dissatisfaction with the impact of the 1966 
effort at N. R. C. Each divisional manager had tended to restrict the 
involvement to the departmental managers reporting directly to him. 
This wasn t far enough, said Mr. Kassay. “More managers further down 
the line should have been involved. However, we were under the pressure 

1 N. R. C., a division of Norton, also had its own divisions. 
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of time and a new concept, so perhaps our results were the best obtainable 
under these conditions.” He indicated an intention to make sure that the 
impact would go further in 1967 to get the benefits of wider participation. 
He also noted that the divisional managers had not properly appreciated 
the scope of a continuing planning effort. 

Mr. Kassay described the 1966 planning as a “housecleaning effort” for 
N. R. C. He acknowledged that a great many previously recognized 
problems had been, this time, formally recognized and recorded. It was 
expected that in ensuing years the N. R. C. plans would deal less with 
cleaning up old problems and more with evaluating the environment and 
planning future strategies. 

Drawing some notebooks out of his desk, Mr. Kassay explained how he 
had combed through the divisional plans to list specific problems. He had 
then asked the division managers to draw 7 up specific action programs 
involving expected corrective actions, priorities, due dates for solutions, 
and follow-up dates. He indicated that this program was already in effect. 

“In 1967,” stated Mr. Kassay, “we will definitely be giving more atten¬ 
tion to charters and strategies. We expect more involvement, and more 
sophisticated and probing questions. We want more understanding of the 
use of planning by the line managers.” 

The 1966 Divisional Effort: Abrasive Division 

“Planning must become a way of life,” said Mr. Cushman. “When we got 
the planning assignment, our first move was to try and excite people. This 
was done by both group and individual discussion on what benefits to 
expect, and how to go about planning. 

“One person should be accountable for all this,” he added, explaining 
the appointment of Mr. Harold White (Director of Process Development) 
as coordinator for planning within the Abrasive Division. “I was too busy 
in 1966,” said Mr. Cushman, “but in 1967 I will have to be more involved. 
I couldn’t have done it as well as Mr. White did, considering all the other 
things I had to do.” Several sources commented that the Abrasive Divi¬ 
sion had done one of the best jobs in planning. 

On the subject of goals, Mr. Cushman indicated that this was still an 
unresolved area. “The corporate management wanted to see what would 
come from the bottom up.” Mr. Cushman also indicated that during the 
period of charter formation there had been much lively debate and that 
he had ultimately felt obliged to settle the debate by fiat in order to meet 
the deadline. 

“Management by results” was a recent undertaking by Mr. Cushman, 
and he felt that planning made an excellent fit with this. Indicating a 
notebook, he explained that his subordinates had submitted written plans 
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of action, with check-up and completion dates, for correcting the divi¬ 
sional problems noted in the five-year plan. 

Mr. Cushman had appointed Mr. White and three other staff men to 
serve for 1966 as a four-man, divisional planning committee. According 
to Mr. White, the planning committee decided that the line should do the 
planning; and this intention was communicated to the line managers in a 
meeting convened for that purpose. 

“We had some trouble keeping everyone on schedule,” said Mr. White, 
but by September 15 we had the data in and began to consolidate it. The 
paperwork on something like this is tremendous.” By the end of Sep¬ 
tember, the consolidation was ready for Mr. Cushman’s approval. Mr. 
Cushman had a weekend to review the plans. “On the next Monday,” said 
Mr. White, “we hand-carried the finished document over to Mr. Harris, 
on time, with great satisfaction.” The plan formed a notebook about 
three-quarters of an inch thick. 

According to Mr. White, time pressures had prevented any extensive 
discussion of departmental problems, and he admitted that “some grey 
areas went into the plan grey.” He added, however, that these problems 
subsequently formed the basis of a list of areas for immediate action with 
target solution dates. 

Mr. Robbins, a member of the planning committee and Assistant to the 
Divisional Vice-President of Sales, further described the process. He 
explained that each line manager had turned in a report on what specific 
action he would take over the next year. He mentioned that the 
1962—1963 effort (which he considered mostly a forecast, as distinguished 
from planning) had produced a list of divisional strengths and weak¬ 
nesses, and that the planning committee had had the line managers 
update the list for inclusion in the five-year plan. 

Mr. Robbins was of the opinion that the “numbers game” had been 
played a little bit, in order to meet deadlines. He expressed some concern 
over the tendency of managers to worry more about deadlines than plans. 
He hoped aloud that 1967 would see more emphasis on strategies. Also, 
Mr. Robbins admitted that he did not fully understand the network 
diagram, But, he said, “that’s not important. What is important is that 
we are planning at last.” 

Mr. Robbins also believed that the “tentative financial forecast” re¬ 
quested by Mr. Jeppson for inclusion with the five-year plan was not 
sufficiently detailed. To assess the impact of a strategy properly, you 
have to work it out in considerable detail.” Exhibit 5 contains a memoran- 
dum from Mr. Dingle, Corporate Controller, to the divisions setting forth 
guidelines for the financial forecast. 

Mr. William Howard, Sales Manager for Grinding Wheels, explained 
his part in planning. ‘ My group had to develop marketing strategies,” he 
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Exhibit 5 NORTON COMPANY -A A Memorandum from 
the Corporate Controller 
on Financial Planning for 1966 

Mr. R. Cushman July 19, 1966 

Mr. W. P. Densmore 

Mr. E. C. Evans 

Mr. W. G. Fallon, Jr. 

Mr. A. F. Hardy, Jr. 

Mr. E. M. Hicks 
Mr. J. G. Martinoni 

Tentative Five-Year Financial Planning 

The planning meetings held thus far have mentioned the 
need for rough financial data as part of the initial phase of 
the five-year planning program. The following is meant to 
be only a guide for your consideration in developing the 
provisional financial plan for five years. Each division 
will wish to tailor its data to suit its own particular needs 
and characteristics; however, we wish to stress the need 
for thinking through the projection of a five-year plan so 
that some perspective will be available as indicated below: 

Sales - Please state past and future sales at 1966 prices 
and also in actual $, in total, by major product group, and 
by market group (e.g., domestic customers, export cus¬ 
tomers , inter- company). 

Profit before Taxes - Analyze projected $ profit in 
terms of variance from projected 1966 $ profit. The four 
significant areas of variance should be: 

Price Realization - The change in profit due to 
prices being higher or lower than 1966. 

Volume and Product Mix - The change in profit con¬ 
tribution due to changes in physical volume and 
product mix. This is calculated by applying 
1966 contribution ratios to the change in physi¬ 
cal volume, by product line. 
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Exhibit 5 (continued) 

Cost Variances - Changes in unit variable costs or 
aggregate fixed costs should be stated. These 
aggregate changes should be separated into 
price (wage & material rates) variances and 
efficiency (all other) variances. 

A simplified variance summary would then appear as 
follows: 

__ Variance _ 

Costs 

Vol. Wage + 

Price and Mat f l 

P&L Category 1966 Forecast Total Real. Mix Prices Other 
Sales 

Cost of Sales 
S&A Costs 
Operating 
Profit 

Profit after taxes - Translate pretax to after-tax pro¬ 
fit dollars for future years at the 1966 tax rate. Show 
income taxes and investment credit separately. 

C a sh Flow - The following should be shown by years in 
total and by product line where a determination can be 
made. Full product line data is not required, but some 
indication of cash flow, say inventories and capital expendi¬ 
tures, by product line will be helpful. 

Profit after taxes 
Depreciation 
Accounts receivable 
Inventories 
*Capital expenditures 
Other working capital items: 

Cash (working balance only) 

Prepaid expense 

Accounts Payable and Accruals 

etc. 

All other 

Total Cash Flow 
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said. “We had to figure out how to get where we claimed we were going to 
be.” Mr. Howard was of the opinion that the discipline imposed by the 
planning process had been very beneficial. He further stated that con¬ 
crete actions, regarding manpower and pricing strategy, had already 
been motivated by the planning effort. “Otherwise, we wouldn’t have 
made those decisions at this time.” 

Mr. H. W. Davis, Superintendent of Abrasive Crushing Mills and 
Supplies, stated dissatisfaction with the various forecasts. As evidence, he 
pointed out that several individual products had already had their fore¬ 
casts altered. In his opinion, Norton’s internal data was generally inade¬ 
quate to meet his needs. He conceded, however, that the people making 
the forecasts had to deal with a great many uncertainties. Mr. Davis also 
explained in some detail the extent to which he and his engineers had 
labored in developing plans for the various types of equipment needed to 
meet the sales forecasts. “I’m the guy who has to get the men and materials 
in and out of here,” he said. “When those forecasts are off, it hurts.” He 
hoped that the 1967 effort would be easier than the first go-around. 

On several occasions in the Abrasive Division, comments were made to 
the effect that the five-year plan had, in fact, resulted in actions being 
taken that would not otherwise have been taken. In addition, Mr. Jeppson 
indicated that in one of Norton’s other divisions a significant materials 
position had been taken as a result of planning intelligence. 

The Abrasive Division was the first Norton division to present its plan 
to corporate management (i.e., the first of the planning review meetings). 
The presentation, using copies of the five-year plan and charts projected 
on a screen, took more than two hours. Mr. White, who helped Mr. 
Cushman and the Abrasive Division’s department managers prepare 
their presentation for the Expanded (corporate) Planning Committee, 
commented on the reception by the Expanded Planning Committee. 
f Since we were the first division, we were sort of like guinea pigs,” he said. 
But we found the response disappointing. We were ready with a lot of 
information and expected difficult and probing questions. Perhaps we 
expected too much of the corporate group. But I heard from Dick Harris 
that later meetings with other divisions were much better.” 

DEVELOPMENTS IN EARLY 1967 

The results of the first planning cycle were judged as mixed by Messrs. 
Harris and Zimmerman and by members of top management. It was 
generally felt that the divisions had made a good beginning, but. that, they 
had only begun to dent the planning task. Divisional plans were seen 
general y to be optimistic extrapolations of past operating trends. Some 
members of management criticized the effort as having been a “numbers 
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game.” Others countered that these results were a necessary first step. 
Most agreed that the plans had been helpful in providing information 
that would aid top management in understanding better the various 
business activities of the corporation. 

Organizational Changes 

1967 witnessed a number of organizational changes that were to affect 
planning in major ways. Chief among these was the elevation of Mr. 
Jeppson to president in April. The corporate planning function moved 
up with Mr. Jeppson, continuing to report directly to him. 

Several other important organizational changes followed shortly after. 
Two corporate staff functions were created. Mr. D. R. Melville, was hired 
from outside the company to become Vice President of Marketing, and 
the Exploratory Research Division was elevated from an operations level. 
While the number of staff functions reporting to the president was 
increased, operating responsibility was further delegated. The Interna- 
tional Division was to report to the new Executive Vice President, Mr. R. 
Cushman, the former General Manager of the Abrasive Division. The 
Abrasive Division was divided along product lines to become the Grinding 
Wheel and the Abrasive Materials Divisions. As a result, the total number 
of operating divisions at Norton had grown to nine. 

To handle the increasing number of divisions two new executive line 
functions were created. Mr. A. F. Hardy, Jr. and Mr. H. G. Brustlin were 
named Group Vice Presidents, each responsible for three divisions, with 
the remaining three reporting directly to Mr. Cushman. Previously, Mr. 
Hardy had managed the National Research Corporation, and Mr. Brust¬ 
lin had been the Marketing Vice President of the Abrasive Division. 
Meanwhile, Mr. Kassay became General Manager of National Research. 
An organization chart showing these changes is presented in Exhibit 6. 

Objectives for the 1967 Planning Activities 

As a result of the “numbers ” orientation of the 1966 planning efforts, Mr. 
Harris recommended an increased emphasis on strategic concepts in 
1967. After some discussion, the planning committee decided to separate 
the formal planning cycle into three phases. The first phase, to be held in 
the spring, covered the first third of the network diagram and was termed 
the “Strategy Development” phase. The second or “Quantitative” phase 
would summarize, during the fall, the financial and manpower implica¬ 
tions of the strategies selected in the first phase. The final or “Action” 
phase would aim to translate the results of planning into specific pro¬ 
grams for action. Mr. Zimmerman revised the network diagram to em- 
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phasize the distinction between the three phases. He also deleted the 
caption “Tentative Financial Forecast” from the last step in the “Strategy 
Development” phase to further reduce the temptation for divisions to get 
caught up in pushing numbers. 

In mid-March, Mr. Jeppson sent a letter to each division manager 
outlining the planning cycle for 1967 and the objectives for the planning 
efforts that had been agreed to by the planning committee. This letter, 
contained in Exhibit 7, pointed out that while members of the planning 
committee would participate in the review meetings, actual approval of 
divisional plans was strictly to be a line function. 

In April, Mr. Cotter issued his annual five-year economic forecast 
which included environmental assumptions and projections of economic 
growth rates for the industries which constituted Norton’s markets. Later 
that month Mr. Zimmerman issued a forecast of the social environment to 
1975 which he had compiled from Stanford Research Institute sources. 
The purpose of this report was to familiarize division planners with 
anticipated long-term developments in the general environment and in 
the marketplace. Also, around that time, a Corporate Goals Committee 
comprising Messrs. Jeppson, Cushman, Perks, Cowan, and Harris was 
attempting to develop a statement of corporate goals. Each of these 
activities contributed to the formal planning process that was evolving at 
Norton Company. 


ISSUES AND QUESTIONS 

In developing a program for Norton’s 1967 planning effort, Mr. 
Zimmerman had identified a number of specific issues warranting atten¬ 
tion. Three of these issues are discussed in more detail below. 

The Role of the Corporate Planning Staff Group 

The corporate planning staff had a “philosophy” of developing the plan¬ 
ning process through nondirective means. From the beginning, however, 
the divisions had been welcome to seek planning advice from the staff. 
For example, early in 1967, Mr. William P. Densmore, Vice President and 
General Manager of the Refractories and Protective Products Divisions, 
requested assistance in divisional charter-writing. Mr. Zimmerman pro¬ 
vided the assistance. 

In many other corporations, planning staffs issued standard forms to 
the divisions. This possibility was also being considered by Mr. Zimmer¬ 
man. Arguments which were presented against standard forms in 1967 
included the following: some divisions have yet to go through a planning 
cycle and should not have forms forced upon them; imposed forms run 
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Exhibit 7 NORTON COMPANY-A 
The President’s Letter Concerning 
Formal Long-Range Planning for 1967 

March 15, 1967 

Division General Managers 


1967 Planning Cycle 

The 1966 formal planning cycle produced some 
excellent thinking and communication on major issues of 
concern to Norton Company. As a result of the planning, 
we are better informed on the problems and opportunities 
facing us, and we also see considerable action resulting 
from the plans. 

During 1967, our major objectives are to complete 
the corporate steps required for planning, to improve 
attention to the strategy development phase, and to extend 
planning to all parts of Norton. Exhibit A gives details of 
our 1967 objectives. 

The program planned for this year is described in 
Exhibit B (not included in this case.) Major milestones in 
the program are as follows: 

1. Strategy Review Meetings. These will be 
scheduled from May 15 to June 15 (approx¬ 
imately. ) They will focus only on the 
strategy phase. 

2 . Plans Review Meetings. These will be 
scheduled from September 15 to Novem- 
ber 15 (approximately.) They will focus 
on the numerical results of the planning 
process. 

3. Interaction Meeting. December or later. 

We hope to have a meeting with all divi¬ 
sion managers in attendance where each 
division can briefly present the key ele¬ 
ments of its plan. The idea is to provide 
communication and encourage interaction 
among divisions. 
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Exhibit 7 (continued) 

Division General Managers 

I should like to make a comment about the review 
meetings planned in order to help clarify the roles of line 
and staff. I have chosen to include members of the Plan¬ 
ning Committee to participate in the review of divisional 
plans because they have specialized skills which should 
be represented in an in-depth review. I want to make it 
clear, however, that the approval of divisional plans is a 
strictly line function and, therefore, is not done by the 
Planning Committee. 

I should be pleased to hear from you concerning 
your reactions to our program and/or your ability to mesh 
your planning with the corporate schedule this year. I am 
hopeful that we can build upon the good beginning we made 
last year in planning and make significant progress this 
year in improving this valuable management tool to serve 
better both divisional and corporate ends. 

NORTON COMPANY 

/s/ John Jeppson 

J. Jeppson Executive Vice President 

gmo 

RC 

WPD 

ECE 

WGF, Jr. 

AFH, Jr. 

EMH 

RCH 

JGM 
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Exhibit 7 (continued) Objective for 1967 Planning Exhibit A 
General Objective 

To improve the utility, efficiency, and acceptance 
of planning. 

Specific Objectives 

I. Improve attention to strategy development phase 

A. Separate "strategy development" and 
"Quantitative summary" 

B. Encourage explicit statements of strategy 
for each division and/or product line/ 
markets 

1. Our present strategy and proposed 
strategy 

2. Strategy of each major competitor 

C. Encourage competitive analysis - resources, 
strengths, and weaknesses 

II. Extend coverage to whole company 

A. U.S. Stoneware 

B. Clipper Manufacturing Company 

C. Norton International Inc. 

D. Staff Departments 

HI. Complete corporate steps 

A. Goals 

B. Assumptions 

C. Environment 

D. Strategy 

E. Identify "Gap" 

IV. Improve planning techniques 
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Exhibit 7 (continued) 


A. Extend historical information back 10-15 
years (to include business cycle) 

B. Provide more planning aids 

C. Planning committee assistance 

V. Promote divisional interaction 


VI. Emphasize role of action steps (programs) 

VII. Establish progress reviews 

VIII. Think about management climate for change 

IX. Evolve structure appropriate to new strategies 
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contrary to the tradition that divisions in Norton are quite autonomous; 
the staff does not yet have the wherewithal necessary to design good 
forms. The big advantage to be gained in using standard forms was that of 
facilitating the coordination, consolidation, and review of plans. 

The Goal Setting Process 

In 1966, the divisions were asked to set their own goals and charters, with 
no explicit guidance from corporate management. Meanwhile, the Ex¬ 
panded Planning Committee discussed corporate goals. 

Armed with divisional ideas about their goals, the Corporate Goals 
Committee in 1967 was wondering if and when corporate goals should be 
announced. Mr. Jeppson, for one, believed that divisions should receive 
guidelines in the form of corporate goals. The Corporate Goals Commit- 
tee, however, had not yet decided what these goals should be. One 
possibility that had been suggested was to issue “provisional corporate 
objectives” for the 1967 cycle. 

The Use of Planning as a Management Tool 

All of the executives interviewed at Norton agreed that planning was 
useful. Exacdy how planning should be used was, however, an important 
issue which had not yet been settled. One question was the extent to which 
the planners should be held responsible for executing their plans. Messrs. 
Kassay and Cushman had already begun to expect realization of 1966 
plans according to certain schedules. Managers in the Abrasive Division 
said they were committed to their plans and realized that they would be 
evaluated in light of them. As Mr. William C. Howard, Jr., Sales Manager, 
Grinding Wheels, said, “When you write a plan, you realize that there will 
be a day of reckoning.” Mr. Zimmerman had reservations about the use of 
planning as a control tool, particularly in the early years. His fear was 
based on the following consideration: “When you let a man know his plan 
is for control purposes rather than to help him, you aren’t going to get the 
same product.” Both Mr. Jeppson and Mr. Zimmerman stated that, “We 
have to do more thinking in this area.” 

QUESTIONS FOR DISCUSSION 

1. As Mr. Zimmerman, prepare recommendations for Norton’s planning 
committee regarding the three issues discussed above. 

2. What other issues should Mr. Zimmerman be concerned with as he plans 
for Norton’s future planning efforts? 

3. Predict what will take place at Norton in 1967 with respect to the progress 
and development of formal planning at Norton. 
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Norton Company-C* 

Synopsis of Norton Company (B) In mid-1967, following a round of strategic 
planning at the divisional level, the Planning Committee of the Norton 
Company decided to discontinue the remaining steps in the annual plan¬ 
ning cycle because of severe pressures on management’s time. These pres¬ 
sures resulted from a combination of major organizational changes, a recent 
acquisition, and depressed market conditions that ultimately caused sales to 
lower by 1.6% and profits by 38.5% as compared to 1966 results. Despite the 
abbreviation of the planning cycle in 1967, John Jeppson, newly appointed 
president of Norton, reaffirmed his intention to emphasize planning at 
Norton in his statement for the 1967 annual report: “Long-range planning 
will become a way of life at Norton Company. By this medium we will set 
specific goals, allocate resources of talent and money, and measure our 
progress. There will be increased emphasis on the delegation of responsibil¬ 
ity and in the measurement of performance against predetermined goals.” 

The Norton Company recovered financially in 1968 with a 6.2% 
improvement in net sales and a 58-cent gain in earnings per share, as 
shown in Exhibit 1. The year also witnessed recovery from many of the 
organizational pressures: the newly assembled top management team had 
become increasingly seasoned in its task; the fission of the Abrasive 
Division into a Grinding Wheel Division and an Abrasive Materials Divi¬ 
sion had strengthened those operations; and the problems of assimilating 
the recendy acquired U.S. Stoneware were generally under control. In his 
review of the year 1968, Mr. Jeppson renewed his commitment to plan¬ 
ning: “We are continuing to emphasize long-range planning by constantly 
refining and updating our objectives and strategies for the future.” 

Despite the apparent return to earlier conditions, the whole approach 
to formal planning had changed from its original conception. Following a 
brief historical review of planning developments at Norton, this case 
describes planning activities during the latter half of 1967, the initial plan 
for formal planning in 1968, certain fundamental changes in the com¬ 
pany that led to major alterations in the planning process, and the newly 
emerging pattern of planning. 

*This case was prepared under the supervision of Associate Professor Francis J. Aguilar 
based on student reports written by Miss Irene N. Leary and Mr. Wouter Goedkoop. 
Copyright © 1970 by the President and Fellows of Harvard College. 
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Exhibit 1 NORTON COMPANY CONSOLIDATED FINANCIAL REVIEW 


Operations for the Year 
Net Sales 

Income Before Income Taxes 
Operating income (Income before 
Extraordinary Item) 

% of Sales 

% Return on Stockholders’ Equity 
Additions to Property, Plant and Equipment 
Depreciation Charges 
Increase (Decrease) in Long-Term Debt 

At Year End 


1968 1967 1966 

(thousands of dollars) 


$324,020 

$305,039 

$310,473 

*31,174 

24,912 

37,241 

*15,247 

12,107 

18,811 

4.7% 

4.0% 

6.1% 

7.4% 

6.0% 

9.5% 

$ 12,334 

$ 15,417 

$ 16,835 

12,948 

12,748 

11,740 

3,278 

12,728 

11,646 


Current Assets 

Current Liabilities 

Current Ratio 

Net Property, Plant and Equipment 
Long-Term Debt 

Stockholders’ Equity 

Number of Employees 

Shares of Common Stock Outstanding 

$174,586 

38,810 

4.5 

101,829 

34,003 

207,083 

18,380 

5,610,838 

$159,696 

36,910 

4.3 

104,312 

30,725 

200,792 

18,200 

5,670,433 

$164,297 

56,360 

2.9 

103,285 

17,996 

197,168 

19,210 

5,669,535 

Per Share Statistics 

Operating Income 

Cash Flow (Operating Income and 
Depreciation) 

Dividends Paid 

Stockholders’ Equity 

*$2.72 

*5.02 

1.50 

36.91 

$2.14 

4.38 

1.50 

35.41 

$3.32 

5.39 

1.50 

34.78 


Excluding non-recurring gain on the sale of mining properties of $1,789,214, equal to $.32 per 
snare. 

The 1966 statistics include the operations for U.S. Stoneware, Inc. from August 1,1966 on and 
for Chamberlain Engineering Corporation from January 1, 1966 on. 

Source: Norton Company 1968 Annual Report. 


Norton Company 


The Norton Company was the world’s largest abrasive manufacturer, 
operating plants at 45 locations in 17 countries and employing over 
19,000 people in 1967. Norton had expanded its product lines over the 
years (including 1931 and 1932 mergers with Behr-Manning Company 
and Pike Company) to include crude abrasives, abrasive grain, machine 
tools, refractories materials, bonded abrasives, coated abrasives, sharpen¬ 
ing stones, pressure-sensitive tapes, and grinding fluids. Recent acquisi¬ 
tions added National Research Corporation (1963; high vacuum equip¬ 
ment, refractory metals, super-conductors, and other technological 
products), Clipper Manufacturing Company and its related companies 
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(1964; specialized construction equipment), and U.S. Stoneware Com¬ 
pany (1966; ceramic, metal and plastic tower packings, and internals for 
chemical processors, plus plastic tubing and other vinyl products). 

Norton divisions traditionally enjoyed considerable autonomy. The 
recent acquisitions had somewhat reduced Norton’s dependence on the 
mature and cyclical abrasive industry, but abrasive products still ac¬ 
counted for over 60% of the 1968 company sales. 

FORMAL PLANNING UP TO 1968 

Formal planning began at Norton in 1966 with what might be char¬ 
acterized as a “bottoms-up” approach. The major planning efforts 
—instigated and coordinated at the corporate level by Mr. Richard 
Harris, Director of Corporate Development—were to take place in the 
operating divisions. The divisions were asked to prepare accounts of 
opportunities, threats, strengths, weaknesses and alternative strategies. 
Mr. Harris favored a nondirective approach for the initial effort, and thus 
each division was given wide latitude as to the content and format of its 
plans. The resulting reports were reviewed by top management and then 
served as a basis for preparation of a tentative financial forecast. The 1966 
effort was purposely limited to covering the first half of the planning 
cycle, as described in a widely distributed chart known as “the network 
diagram.” 

These first efforts were criticized by some executives as having resulted 
largely in sterile numerical projections without sufficient strategic think¬ 
ing. To offset this tendency, the planning cycle for 1967 was divided into 
three distinct phases: a strategic phase to be completed in the spring; a 
quantitative phase to be completed in the fall; and an action program 
phase to be completed in the winter. The modified network diagram is 
shown in Exhibit 2. (The original network diagram is contained in the 
Norton Company (A) case.) 

In general, planning had become more structured and formal in 1967 
when compared to 1966. Several members of management were of the 
opinion that much of the undue optimism that characterized planning in 
1966 was again evident in the strategies submitted in 1967. Despite these 
shortcomings, the consensus of top management was that the divisions 
had gained a great deal from the difficult and thought-provoking task of 
developing strategies. The aim of completing the network planning cycle 
beyond phase one, however, was frustrated for the reasons given in the 
opening paragraph of this case. 

While the formal planning cycle had been curtailed in 1967, several 
other related activities continued with more or less impetus. Among these 
organized efforts were those concerning corporate goals, product line 
evaluation, and management by objectives. 
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Corporate Goals 

The Corporate Goals Committee, made up of Messrs. Jeppson, Cush¬ 
man, Perks, Cowan, and Harris, 1 was in Mr. Harris’ words, “organized to 
do the spade-work necessary to formulate corporate goals.” Several in¬ 
formal dinner meetings were held during the first half of 1967 to discuss a 
framework developed by Mr. Harris for arriving at corporate goals. 
Although a definite statement of corporate goals was not drawn up, the 
members generally felt that much progress had been made and that it had 
been a useful and educational experience for all who had participated. 
The committee as originally constituted was inactive in late 1967 and early 
1968, but Mr. Harris continued to work independently with Mr. Jeppson 
on the task. Mr. Harris pointed out, “Goal setting at Norton started out as 
a bottoms-up process with the planning performed during 1966 and 
1967. Through the development of corporate goals, we are now starting 
to give it the balance that it needs.” In line with these activities, Mr. 
Jeppson was quoted in the business press as stating corporate expecta¬ 
tions to include a minimum annual profit growth of 10% and a return on 
equity of 12.5%. 2 

Product Line Evaluation 

One result of the 1967 planning review meetings held in May and June of 
1967 was the conclusion that Norton had numerous unpromising prod¬ 
uct lines. Accordingly, a committee chaired by Robert Cushman, Execu¬ 
tive Vice President, was established to prepare “position papers” on each 
of the approximately 75 product lines. 3 The Product Line Study Commit¬ 
tee (PLSC) planned to report its findings to the Executive Committee in 
the spring of 1968. 

As Mr. Cushman later explained, “We tried to see if the product fit our 
picture of Norton five years out. If it did not, we made a decision on how 
and when it should be phased out. We examined the possibility of re¬ 
grouping the product lines to take advantage of any synergistic benefits 
and also were concerned with identifying weaknesses in our present lines 
which could be rectified through acquisition.” 

Decisions reached by the PLSC were forwarded to the divisions, and 


1 President, Executive Vice President, Financial Vice President and Treasurer, Vice President and 
General Counsel, and Director of Corporate Development respectively. See Exhibit 6 of Norton Com¬ 
pany (A) for the relevant organizational chart; Exhibit 5 of this case portrays their positions in a 
subsequent organizational structure. 

2 Forbes, December 1, 1967. 

3 Other members included: H.G. Brustlin, Abrasives Group Vice President; A. F. Hardy, Jr., Machinery 
Equipment and Engineering Group Vice President; D. R. Melville, Advance Materials Vice President; R. 
A. Stauffer, Vice President, Research; and J. F. Dingle, Corporate Controller. 
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each general manager had the opportunity to challenge the committee’s 
opinions if he did not agree. According to Mr. Cushman, the FLSC did 
not make any in-depth market studies; therefore, subsequent discussions 
with some of the general managers brought out new information which 
resulted in changes to the report. 

In advance of this study, each division was requested by the controller’s 
office to furnish product line data for 1966 and 1972 including sales, 
profits after taxes, net assets, market share, principal market, and a 
qualitative statement of the risks involved. Mr. Crocker of the controller’s 
office saw this effort as a one-shot study and not part of the formal 
planning cycle. He noted that many divisions were unable to come up with 
all the numbers, and in some cases could only report net sales. 

Members of the PLSC felt that the final report and subsequent action 
on it by the Executive Committee would take much of the strategic 
uncertainty out of divisional planning. “They will know where we want 
them to go in the future.” 


Management by Objectives 


Mr. Cushman also instituted during 1967 a program of management by 
objectives. Each line manager had to prepare a list of objectives which he 
could achieve by a given point in time. The manager then discussed the 
objectives with his superior until agreement was reached. 

In early 1968, many managers were still unsure of how planning was to 
be used m evaluating managerial performance. Evaluation had been 
based customarily on the annual financial plan (budget). Mr. Cushman 
lstinguished between the budget and management by objectives in the 
tollowing way, “The financial plan is what you feel will actually happen 
during the year, and you are fully committed to accomplishing it. This is 
your job and does not warrant an incentive. However, an incentive bonus 

is earned if you reach your objectives, which employ difficult but attaina¬ 
ble goals. 


Mr. Cushman took a great deal of time to explain to the various 
management groups in Norton the aims and procedures of the manage¬ 
ment by objectives program. As he remarked, “I want it to be a way of life 
at Norton, all the way down to the first line supervisors; and I take 
a vantage of every chance I get at operating meetings to make sure that 
the program is understood. Planning isn’t much use unless something is 
done to follow upon the strategies and action programs that have been 
developed Exhibit 3 contains excerpts from several charts used in ex¬ 
plaining the differences between forecasts and goals. 
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Exhibit 3 

NORTON COMPANY -C 

Excerpts from a Memorandum on Planning Definitions 
Forecasts vs. Goals 

This year we have had a great deal of trouble dis¬ 
tinguishing between forecasts and goals. There seems to 
be a need for some uniformity in our definitions so that 
when we look at figures, we know at what we actually are 
looking. 

... a forecast starts at the bottom of the organiza¬ 
tion . . . and works itself up in the form of a prediction. 
However, a goal starts at the top of the organization with 
the chief executive officer stating what his targets or objec¬ 
tives are beyond the forecast. The difference between the 
two equals the amount of improvement he expects. 

To reach a goal there must be an organized effort 
with everybody assigned and held responsible for meeting 
certain objectives. This is where the theory of manage¬ 
ment by objectives is put into practice. Although the setting 
of the goal must start at the top and work down the organi¬ 
zation to any given level, it is appropriate for an individual 
to first approach his supervisor with what he hopes to 
accomplish during the year. The final objectives set at 
any level must be in agreement between the man and his 
supervisor. 

^{c jje sfc sfc s|c 

CHART 1 

A FORECAST IS THE MOST REALISTIC PREDICTION 
OF WHAT IS MOST LIKELY TO HAPPEN 

1. A FORECAST IS NOT COMPLETELY INSURED. 

IT IS NOT A SURE BET. 
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Exhibit 3 (continued) 

2. 

THE ATTAINMENT OF A PROFIT FORECAST, 

FOR EXAMPLE, WILL REQUIRE THE SUCCESS¬ 
FUL COMPLETION OF MANY PLANNED PRO¬ 
JECTS SUCH AS COST REDUCTION PROGRAMS 

AND THE REALIZATION OF SALES PROJECT¬ 
IONS OF NEW PRODUCTS PERHAPS NOT 

FULLY TESTED. 

3. 

A FORECAST WILL INCLUDE THE RESULTS OF 

WHAT WOULD BE CONSIDERED NORMAL 

GROWTH IN A PRODUCT LINE OR IN THE 

INDUSTRY. 

4. 

THE REALIZATION OR REACHING OF A FORE¬ 
CAST IS EXPECTED. IT DOES NOT REPRE¬ 
SENT OUTSTANDING OR DISTINGUISHED PER¬ 
FORMANCE. 

5. 

BECAUSE MAJOR INFLUENCES BEYOND OUR 
CONTROL MAY MAKE THE ATTAINMENT OF 

A FORECAST EASIER OR HARDER, A FINAL 
FORECAST SHOULD INCLUDE A SECOND 

FIGURE. 

4: sje sje sjc sjc 

CHART 2 

A GOAL IS AN OBJECTIVE WANTED ABOVE 

THE FORECAST AND FOR WHICH 

AN EXTRA EFFORT IS MADE 

1 . 

A GOAL REPRESENTS EXECUTIVE JUDGE¬ 
MENT ON WHAT REASONABLY MIGHT BE 

EXPECTED IF THE ORGANIZATION AND ITS 
INDIVIDUALS WERE MOTIVATED TO A HIGH 

DEGREE. 

2. 

ONCE SET, A GOAL IS TRANSLATED INTO 

CURRENT PROGRAMS FROM THE TOP DOWN 
THROUGH THE LINE ORGANIZATION. 
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Exhibit 3 (continued) 

3. INDIVIDUAL GOALS MUST BE MUTUALLY 
AGREED UPON BETWEEN AN EMPLOYEE AND 
HIS SUPERVISOR. THEY MUST BE CLEARLY 
STATED IN WRITTEN FORM WITH MEASUR¬ 
ABLE MILEPOSTS ALONG THE WAY. 

4. WHEN CIRCUMSTANCES BEYOND CONTROL 
ARE LIABLE TO BE MAJOR FACTORS, AL¬ 
TERNATE GOALS SHOULD ALSO BE AGREED 
UPON. 

5. THE DEGREE OF SUCCESS IN THE ACHIEVE¬ 
MENT OF A BASIC GOAL BECOMES THE MOST 
IMPORTANT MEASUREMENT OF INDIVIDUAL, 
DIVISIONAL OR DEPARTMENTAL PERFOR¬ 
MANCE. 

6. UNLESS A PROGRESS READING IS TAKEN ON 
AT LEAST A QUARTERLY BASIS, THE CHANCES 
OF REACHING A GIVEN GOAL ARE SUBSTAN¬ 
TIALLY REDUCED. 

7. IF THE SUCCESSFUL ATTAINMENT OF THE 
GOAL IS NOT REWARDED OR RECOGNIZED, 
FUTURE GOALS WILL BE UNSUCCESSFUL 
EXERCISES. 
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THE PLAN FOR FORMAL PLANNING IN 1968 

After two years of formal planning, the company had still to complete 
the entire cycle shown on the network diagram. Among its aims for 1968, 
the planning committee intended to accomplish this act. It also called for 
completion of an explicit statement of corporate goals and objectives. 
These planning objectives were listed among others in a memorandum 
entitled “Objectives for 1968 Planning,” contained in Exhibit 4. 

These plans for planning at the Norton Company were not to be 
followed. Certain developments occurred in the company which were to 
change the whole approach to formal planning. 

MAJOR DEVELOPMENTS AT NORTON IN 1968 

Among the many developments that occurred at Norton during 1968, 
probably most important to planning activities were the changes in orga¬ 
nizational attitude and the related change in corporate strategy promoted 
by Robert Cushman, the Executive Vice President. Mr. Cushman, who 
had moved up from head of the Abrasive Division when Mr. Jeppson 
assumed the presidency of Norton, enjoyed the reputation among his 
colleagues as a hard-driving, no-nonsense line manager who had little 
patience for elaborate staff support. He felt strongly that planning should 
be an integral part of line management’s regular duties and that the 
existing format and structure tended somehow to separate planning from 
a line manager’s central concern. 

A shift in corporate strategy was also taking place. Mr. Jeppson, in 
reviewing the company’s position in the early sixties noted that Norton’s 
products were generally in areas of slow growth, concluding, “We, there¬ 
fore, felt the necessity for diversifying into products and markets with 
sharper growth rate possibilities. In addition, we wanted more strings to 
our bow in the event of technological and product obsolescence.” 4 By 
1968, however, top management had already begun to question the 
extent to which the company had come to spread its attentions, and 
eventually came to favor having the company “pull in its horns” some¬ 
what. The new approach would have Norton concentrate on six or seven 
major product areas where the company had a distinct competence. 

Since management would now be much more closely familiar with the 
business areas to be managed than was true under the earlier strategy, Mr. 
Cushman felt that planning could and should be totally integrated in line 
decision making. The shift from staff involvement in planning was thus 
seen in terms of line management no longer requiring “outside” expertise 


4 The Wall Street Transcript , June 17, 1968. 
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Exhibit 4 NORTON COMPANY -C 
Memorandum by the Planning Committee 
OBJECTIVES FOR 1968 PLANNING 
General Objectives 

TO IMPROVE THE UTILITY, EFFICIENCY, AND 
ACCEPTANCE OF PLANNING 

Specific Objectives 

1. Update and refine "Strategy Development Phase" as 
necessary and complete "Quantitative Phase" of 
planning. 

a. Include rough manpower plan and capital require¬ 
ments. 

2. Translate plans into specific programs for action 
("Action Phase"). 

a. Include timetable 

3. Complete major corporate steps. 

a. Goals and objectives 

b. Strategy 

c. Review the impact with each division general 
manager by fall, 1968. 

4. Achieve complete participation by all divisions. 

5. Introduce specific techniques into planning, 
a. Format for financial summary 

6. Consolidate quantitative phase results. 

a. Identify "planning gap" 

b. Prepare information needed for staff planning 
(Worcester & corporate) 
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Exhibit 4 (continued) 

7. Establish progress reviews by line management. 

8. Promote divisional interaction. 

9. Introduce additional training of people deeply involved 
in planning at divisional and corporate level. 

10. Make formal planning a part of the day-to-day 
management and begin integration with the use of 
annual control budgets. 
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in the areas to be planned and the related need to elicit strong commit- 
ment from the operating managers. 

Several organizational developments accompanied these changes in 
leadership and strategy with further impact on formal long-range plan¬ 
ning. In 1968 the NRC and the Grinding Wheel Divisions each created 
the post of divisional planner. This staff member was to perform many of 
the functions that had formerly been done by the corporate staff planner. 
On January 18, 1969, two group vice presidents were appointed to im¬ 
prove communications between the divisions in the major product lines. 
Exhibit 5 contains a chart of the executive organization in Norton as of 
early 1969. 


Formal Planning in 1968 


In 1968, the planning process at Norton, in large part, came to be 
influenced and administered by Mr. Cushman. The major thrust of 
change in Norton’s planning activities was to cut down on details and to 
make planning a part of regular line activities. 

In Mr. Cushman’s opinion, division managers had been planning in 
previous years largely to satisfy the requirements set by the planning staff 
and had failed to become committed to the plans. He saw voluminous 
documentation required in 1967 to present a divisional strategy and 
financial plan as one reason for this failure to identify with the planning 
output. Thus, in 1968, division managers were asked to present each 
product group strategy in a statement of two pages or less and the related 
financial five-year plan on only one page. 

The divisional strategy statements were to cover information on such 
items as industry trends, market size, competition, and major opportuni¬ 
ties or threats as well as a description of the proposed strategic response. 
For the financial plan, divisions were required to submit figures for only 
the first, second and fifth years of the five-year plan. The purpose of this 
abbreviation was to reduce the time spent on the numbers, thereby 
allowing divisional management more time for strategic considerations. 
Exhibit 6 contains a memorandum to divisional managers in which Mr. 
Cushman lays out the new approach to planning in 1968. 

The management review process was also altered. Divisional presenta- 
tions before the Expanded Planning Committee 5 were replaced by two 
other meetings. The first of these was a one-hour “premeeting” attended 
by Mr. Jeppson, Mr. Cushman, the division general manager, and the 
responsible group vice president. In this premeeting Jeppson and 
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Exhibit 6 

NORTON COMPANY-C 

MEMORANDUM - EXECUTIVE VICE PRESIDENT 

March 6, 1968 


Long-Range Planning 1968 

The 1967 formal planning cycle effectively 
focused on the strategy development phase of planning and 
resulted in better communication concerning major issues 
facing Norton Company. Although the work on the quanti¬ 
tative phase was postponed last fall, we assume you and 
your division management have continued to develop and 
refine your projections of the future. 

Considerable thought has been given to how our 
planning program should be structured and implemented 
during this year. In outlining our plans, it may be helpful 
to think of the planning program as serving two purposes. 
First, there is certain basic divisional information which 
is required at headquarters in order to establish and 
monitor a corporate program. Secondly, there is that 
plaining which must be done by and for the divisions in 
order to insure proper management and adequate growth. 

Focus on Opportunities 


We are aware that a well-delineated picture of what 
we want the company to look like in the future has not been 
made available to you. Your strategy presentations during 
1967 were helpful in the formation of such a picture. The 
recent Product Line Study which has, or will shortly be 
described to you, has been completed. The next steps now 
m process include an evaluation of our current major 
R & D programs followed by a careful definition of those 
major areas of opportunity which Norton will pursue. 

Examples of major opportunity areas might be: 


1. Electronic materials, devices, and instru¬ 
mentation 
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Exhibit 6 (continued) 

2. Chemical Process products 

3. Coated products, etc. 

In addition to those major areas on a well defined 
but broad front which might approximate five o r six in 
number including abrasives, there are important oppor¬ 
tunities which are related to presently established products 
and which logically should be pursued by the individual 
divisions. An example might be chemical specialties used 
in the metal-working industries. 

A major area might be one where we could develop 
or acquire up to one hundred million dollars in sales in 
five years. In addition to those ”nitch filling" product 
extensions, a related opportunity area probably should be 
targeted at a minimum of twenty million dollars in five 
years. 

Corporate management will attempt to define care¬ 
fully the major opportunities. We would expect to work 
closely with you in planning those opportunity areas which 
are related to or extensions of your present product and 
market positions. We would expect growth in both areas 
to include internal growth activities as well as acquisitions. 

With this background, we outline the 1968 planning 
program. We will expect all nine divisions to cooperate 
and carry out each step as requested. 

I. The Quantitative Phase 

The quantitative phase for figures required in 
Worcester is described on the sample report attached. It 
constitutes a minimum number of figures. You already 
have developed them for 1968. We believe that in a four 
hour meeting with your key managers, you could make the 
adjustments necessary to arrive at a pretty accurate fore¬ 
cast or financial plan for 1969. 

When it comes to 1972, we would expect you to plug 
in the effect of major shifts in direction or performance 
but to extrapolate and use historical ratios to arrive at the 
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Exhibit 6 (continued) 

1972 figures. Done thoughtfully, it will provide us with 
what we need and preclude your building up in every product 
line all the detail calculations that you performed in making 
your 1968 forecast. 

n. The Strategic Development Phase 

The qualitative phase of this request includes your 
submitting a statement on each major product line grouping. 
This statement should include your current strategies. We 
would expect you would want to include comments on such 
items as industry trends, market size, market share, 
competition, research effort, capacity, major problems 
or opportunities you see, and any unusual requests for 
capital that are predicted. 

We ask that you also submit a description of those 
related opportunities that you are pursuing or might wish 
to pursue and which you believe will be compatible with 
our corporate objectives as you now understand them. 

It is important that the statements on the strategy 
development phase be kept to a minimum necessary for 
effective communication to corporate management. While 
we recognize that more detail normally would be useful 
within the divisions for product line planning, please keep 
the material submitted succinct. A statement on each 
major product line grouping of two pages or less should be 
adequate. 

Please feel free to consult with any members of our 
corporate staff whom you think may be helpful in providing 
format suggestions. Rigid uniformity in preparing these 
statements is not a criterion. However, your planned 
strategies should be clearly understandable and believable 
to be helpful for our purposes. 

We hope the information requested in I and H can 
be in our hands no later than May 1, but please submit 
when ready and sooner than that date if possible. 
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HI. Between May 15 and June 30, each division manager 
will be asked to come to Worcester to review his plans. 

This will be an informal meeting. You may come alone or 
bring any members of your staff. It will enable us to ask 
questions and evaluate progress. Such a series of meetings 
would take place at this time each year. 

IV. The meetings we have held in early January each 
year with the Executive Committee to present the year’s 
financial plan will be pushed ahead and held in December 
starting in 1968. 

At that time, you will be asked to cover the coming 
year and then forecast a second year and fifth year in 
exactly the same manner as described in section I and the 
attached supplement. 

To this same meeting, you would be asked to 
bring the same summary statements described under the 
qualitative phase in paragraph H. This would give manage¬ 
ment a second time during the year to evaluate progress. 

/s/ Robert Cushman 
cp 

Exec. Committee 
Group Vice Presidents 
Division Managers 
Planning Committee 

Please forward both the financial 
projections and the strategy statements to 
this office. 
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11. After-Tax Interest Expense/(Income) 
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asis. Expensed costs associated with planned capital projects should not be reported 
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Cushman explained Norton’s strategy and acquisition policy, and re¬ 
viewed the findings and conclusions of the Product Line Study During 
the remainder of the hour, the division manager had to explain and to 
defend the division s strategy for the coming year. At the end of the 
one-hour meeting the president gave his decision on the division’s plans 
This review was immediately followed by a three-hour meeting in which 
the division manager and his staff presented their plans for the first time 
to the remaining members of the Executive Committee and to selected 
members of the corporate staff. Exhibit 7 contains the memorandum 
announcing these arrangements. 

SOME OPINIONS OF THE 1968 PLANNING EFFORT 

Recent developments and changes in formal planning at Norton were 
followed with considerable interest by key managers throughout the 
organization. It was generally conceded that the corporate staff planners 
had provided valuable impetus and guidance to the organization during 
the initial period of planning. The International Division, where plan¬ 
ning was recently inaugurated, continued to follow the network diagram 
closely. Other divisional managers deplored continued use of a uniform, 
detailed approach arguing that the increased emphasis on strategic plan¬ 
ning necessarily led to more diversity among divisional plans. Divisional 
staff planners were appointed to devise and implement planning efforts 
appropriate to the division’s needs. 

The change in corporate planning at the Norton Company was thus 
viewed by some as a natural evolu tion, rather than as an abrupt reversal or 
as a redress of earlier efforts. As one possible future development Mr 
Melville, Group Vice President, suggested that some of the divisional 
planners might move up to the group level after helping divisional line 
executives get on top of their immediate planning problems. 

The Corporate Staff Planner Speaks Out 

Mr. Harris, Director of Corporate Development, had become visibly 
disturbed by the recent turn of events in planning. He felt himself increas¬ 
ingly limited to corporate merger and acquisition studies. His subordi¬ 
nate, Marlin Zimmerman, Manager of Corporate Planning, was left in an 
entirely ambiguous position in terms of duties to perform. 

Mr. Harris was fearful that the company would revert to a short-term 
orientation if it continued along the present path. In voicing these objec¬ 
tions to Mr. Jeppson, he realized that the formal planning system that he 
and Mr. Zimmerman had worked so hard to develop was at stake. As a 
result of these discussions, he felt that he still had the full confidence and 
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Exhibit 7 

NORTON COMPANY-C 
May 3, 1968 

To Executive Committee 
Group Vice Presidents 
Division Managers 


Agenda for Mid-1968 
Planning Meetings 

Dates for these meetings are being finalized. It 
might be helpful for you to know now what kind of an 
agenda we are planning. During the first hour of the half 
day session, you will meet with JJ, RC, and your Group 
Vice President. At this time, we will summarize for you 
our corporate strategy and programs. We will review the 
key decisions resulting from the Product Line Study and 
discuss our acquisition policy. This should take about a 
half hour. 

During the remainder of the hour, we will ask you 
to brief us on your key plans for growth within your division. 


Following this meeting, we will be j oined by other 
members of the Executive Committee plus those members 
of our corporate staffs who, we believe, it is important to 
be kept informed on divisional plans and progress. Each 
of these participants will have received and read your 
May 1 report. 

1. We will ask you to give us a brief report on 1968 
commenting on any variances from your original 
forecast or plan. 

2. Briefly cover the highlights of changes anticipated 
in 1969 as outlined in your Summary Data (Q-l). 

3. Discuss the Strategic Development Phase or your 
general plans for growth in the division referring 
to the 1972 data submitted. 
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As stated in our memorandum of March 6 on this 
subject, we will keep the meeting informal. You may 
bring others on your staff if you feel it important. How¬ 
ever, frank discussions regarding people during the first 
hour could be helpful and informative. 

NORTON COMPANY 


Robert Cushman 


Executive Vice President 


JEC WCW MUZ 
JFD DRM RHH 
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support of the chief executive. At the same time, Jeppson publicly ac¬ 
knowledged the benefits of getting increased line involvement in plan¬ 
ning. 

QUESTIONS FOR DISCUSSION 

1. Appraise the new approach to planning at Norton: 

In what ways does it improve on the earlier approach? 

What possible problems does the new approach introduce? 

2. What purposes does formal planning serve at Norton in 1968? 

How do these differ from the purposes of formal planning in 1966? 

3. As a divisional general manager, which approach to planning would 
you prefer? 

4. If you were Mr. Harris, what would you try to do at this point? 
What if anything, should Mr. Harris have done differently in the past 
with respect to planning at Norton? 

5. If you were Mr. Cushman, what would you do next to improve plan¬ 
ning at Norton? 

6. Predict what formal planning will be like at Norton in 1975. 


Case 4 

Continental Oil Company* 


Coordinating 8c Planning 

In 1971, Mr. Samuel Schwartz, Vice President, Coordinating 8c Plan¬ 
ning of Continental Oil Company (CONOCO), spoke of his planning 
responsibilities as follows: 

It is really quite a challenge to plan and coordinate an organization which 
sells close to $3 billion worth of products . . . expands at the rate of $400 
million per year in new facilities . . . returns a net income of $160 million 
... is responsible to 75,000 stockholders . . . has operations in 34 coun¬ 
tries and has an employee force of 35,700 people. 1 


*This case was made possible by the cooperation of Continental Oil Company. It was written 
by Ronald M. Hall, Research Assistant, under the direction of Assistant Professor John S. 
Hammond III, based partly on a research report submitted by Messrs. Keval K. Bhasin, 
Diep La Vu, H. R. Seshagiri Rao, and Claude Sorel. 

1 Additional financial information for 1961-1970 is contained in Exhibit 1. 
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With assets averaging $75,000 per employee, CONOCO’s people must 
know their businesses to efficiently handle the high volume of cash flow and 
production while simultaneously keeping CONOCO growing at a rate 
exceeding most other major U.S. oil companies. 

To make it even more interesting, there’s plenty of drama in today’s busi¬ 
ness. The recent surfacing of a major fuel shortage in North America . . . 

political instability and rising nationalism in foreign oil producing countries 
. the continuing uncertainty of discoveries of energy sources such as the 
Alaskan North Slope . . . these factors and countless others point to the 
necessity for skillful, comprehensive planning. 

CONOCO has evolved a complex and largely effective planning system 
which matches to a considerable extent the unique qualities of the company. 

In maintaining and improving the system I have adopted the approach of 
thinking about two separate topics: What planning should include (content) 
and how it should be done (organization and form). 

CONOCO, AN ENERGY COMPANY 

The planning system of CONOCO reflected the company’s growth, 
organizational evolution and the styles of its chief executive. The com¬ 
pany, which was organized in 1875 to peddle coal oil from wagons in Utah 
and Wyoming, referred to itself in 1971 as an “energy company” whose 
relevant sphere of operations lay in the finding, producing, and market¬ 
ing of natural resources as fuels, chemicals, and plant foods. For most of 
CONOCO’s life, the company’s activities had been largely confined to 
petroleum operations in the western United States and Canada. But, 
during the period 1950-1971, CONOCO had expanded both its product 
line and market coverage enormously. New petroleum marketing areas 
throughout the United States and Western Europe had been successfully 
penetrated. Exploration, production, and refining activities had been 
expanded to match the growing market demand. The largest producer of 
coal in the U.S. had been acquired. New energy sources such as nuclear 
fuel were being developed. 

Management Structure. The growth of the company also appreciably 
altered the tasks of top management. In particular, during the fifties and 
sixties the upper levels of management found themselves increasingly 
involved in issues concerning the coordination of CONOCO s far-flung 
operations. They were concerned that their effectiveness in controlling 
the corporation might be jeopardized. Intermediate layers of manage¬ 
ment were created to accommodate the company’s growth. CONOCO 
entered new business areas such as coal, plastics, plant foods, and min¬ 
erals. Because of these factors, top executives noted an ever-widening 
distance between themselves and subordinates with substantial operating 
authority. 
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1. Pro forma prior to October 21,1963. 

2. Based on weighted-average number of shares outstanding during the year. 

3. Adjusted for share-for-share distribution declared February 1969. 

4. At December 31. 

Source: Continental Oil Company Annual Report; 1970. 
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The organizational evolution of CONOCO reflected the senior execu¬ 
tives’ attempts to maintain effective control over the direction of the 
company. In 1947, CONOCO was a small, closely knit, functionally orga¬ 
nized oil company. However, throughout the fifties operations were 
expanded internally and by acquisition. The other regional oil companies 
that were acquired usually encompassed a new geographic market and 
were allowed to operate semiautonomously. Over a period of years the 
proliferation of regional general managers and the increasing techno¬ 
logical complexity of basic operations demanded closer contact between 
regional operations and corporate staff. Regional general authority for 
domestic petroleum operations was diminished and the various regional 
functional departments were absorbed by their corporate counterparts. 
International petroleum operations, and the coal, petrochemicals and 
minerals businesses were acquired and/or organized as semiautonomous 
profit centers. The company maintained this organizational mixture of 
functional corporate petroleum departments and diversified profit cen¬ 
ters until the late 1960s. 

In August 1969, CONOCO underwent a structural reorganization 
accompanied by a management change. Overall operating responsibility 
shifted from Mr. Andrew W. Tarkington to' Mr. John G. McLean. Mr. 
Tarkington was elevated from president to the twin posts of vice chair- 
man of the board and chairman of the finance committee. Mr. McLean 
became the new president. Simultaneously, the company’s operations 
were organized into four business areas, encompassing six operating 
divisions. Exhibit 3, on page 133, indicates the revised organization struc- 
ture of CONOCO. The four business areas, Western Hemisphere Petro- 
ieum, Eastern Hemisphere Petroleum, Consolidation Coal Company, 
and CONOCO Chemicals, were each envisioned as major profit centers. 
The heads of these areas were each given the title of division president. 

Mr. McLean, a former teacher of industrial organization, stated that 
the move from a largely functional to a “moderately decentralized orga¬ 
nization” was intended “to strengthen the organization at the top.” Mr. 
McLean expected a friendly rivalry to develop between the two petroleum 
divisions, which he said would “proceed somewhat independently.” The 
president of each division was given general responsibility for his business 
area as well as a role in parent company management through member¬ 
ship in the Policy and Planning Committee. 

Following are sketches of the four business areas: 

The Western Hemisphere Petroleum Division was engaged in the full spectrum 
of the petroleum products industry from exploration through marketing to 
final consumers. This division, headquartered in Houston, Texas, held sole 
responsibility for petroleum operations in North and South America. The 
WHPD, as the division was termed, generated approximately one-half of 
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the corporation’s total revenues and two-thirds of its earnings. This opera¬ 
tion ranked as the 14th largest producer of petroleum liquids in the U.S. 
The WHPD’s operational emphasis was in 1971 being directed towards the 
location and development of additional oil and gas reserves, largely 
offshore. 

The Eastern Hemisphere Petroleum Division ranked as the fifth largest U.S. 
producer of petroleum liquids abroad, providing over half CONOCO’s 
total petroleum supply. The EHPD, as this division was termed, contributed 
approximately one fifth of CONOCO’s revenues and earnings through 
integrated operations outside the Americas. Expansion had recently been 
rapid in the EHPD. Net undeveloped reserves were doubled in 1969 while 
crude oil production increased 16% and sales of refined products rose 28%. 
In 1970 EHPD’s first wholly owned refinery commenced operations, com¬ 
pleting the establishment of EHPD in all phases of petroleum operations. 
This division expected to continue its drive to become an important factor in 
the West European petroleum market based upon its substantial reserve 
position in North Africa and the Middle East. 

The Consolidation Coal Company (CONSOL) was, in 1971, the world’s largest 
producer of steam and metallurgical coal. Since its acquisition in 1966, 
CONOCO had approximately tripled the rate of capital investment in this 
division. Expansion had proceeded on several fronts. In research, CON¬ 
SOL originated and developed the transport of coal by pipeline and had 
pilot programs in various stages of development designed to produce gaso¬ 
line and high BTU gas from coal. Through new mine development, CON¬ 
SOL expected to increase coal production by about one-third over the next 
few years.. 

The CONOCO Chemicals Division, engaged in converting crude oil, natural 
gas, and minerals into petrochemicals, plant foods, and plastics, contributed 
approximately 6% and 4% to CONOCO’s revenues and earnings, respec¬ 
tively. This division, while small by CONOCO standards, ranked domesti¬ 
cally as the largest manufacturer of organic detergent intermediates and 
among the ten largest manufacturers of vinyl plastic resins. Petrochemicals, 
plastics, and carbon black were produced in 31 locations throughout the 
world. 

In addition, CONOCO conducted uranium exploration through drilling 
and planned the construction of an uranium mine-and-mill complex. 
Commercial production of nuclear fuel was expected in the early 1970s. 
CONOCO also participated in ajoint venture researching the use of nuclear 
energy in mining, construction and the stimulation of oil and gas fields. 


FORMAL PLANNING, TO 1968 

Early Years, The first formal effort to institute long-range planning at 
CONOCO was initiated in 1953, by Mr. Leonard F. McCollum, the 
president at that time. Five-year financial plans, highlighting future 
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sources and applications of funds, were requested from operating and 
staff managers. 

This request keynoted a significant change in CONOCO’s operating 
and financial policies. Mr. McCollum expressed the intention of breaking 
the company away from its historical role as a regional oil and gas com¬ 
pany. He expected this expansion to require more funds than would be 
available under CONOCO’s traditional, debt-free, financial policy. Mr. 
McCollum intended, therefore, to seek funds from outside sources. He 
anticipated that the company would have to strengthen its financial plan¬ 
ning ability to satisfy the investment criteria of those sources and to insure 
that the funds secured would not threaten the financial flexibility of the 
company. 

In the years after 1953, under the leadership of Mr. McCollum and his 
successors, the company continued to develop increasingly sophisticated 
financial planning tools and apply them to operating decisions. The 
five-year, essentially financially oriented, plan continued to serve as the 
nucleus of CONOCO’s planning effort for the next 15 years. 

Genesis of C&P. Mr. Schwartz, who left Harvard Business School’s 
doctoral program in 1957 to join CONOCO’s Coordinating & Planning 
Department, spoke of the period prior to his arrival: 

From the information I have been able to piece together about the two or 
three years before I came to C&P, it appears that top management was still 
dissatisfied with the kind and level of control they had over operations. 

This became particularly apparent in the resource allocation process. Those 
corporate managers responsible for capital expenditure approvals began to 
suspect that lower level weeding-out processes were preventing them from 
even seeing projects which might be extremely beneficial for the company 
as a whole though not particularly beneficial for any single operating unit. 
Those same managers also felt that they were not getting enough back¬ 
ground information on current operations, plans, and environmental fac¬ 
tors to really contribute to the allocations process. The five-year plans were 
thought to be too narrowly financial in perspective and thus did not render 
explicit the actions and events which were expected to determine the stated 
financial results. 

To remedy the situation, Mr. McCollum strengthened the Coordinating & 
Planning Department in 1956 to (1) study the company’s planning needs; 

(2) organize an effective approach to filling those needs; and (3) provide 
analytical support for Mr. McCollum in the development of his growth 
program. 

Mr. McLean was selected to organize and head C&P. Under his leadership 
the department became heavily involved in studies designed to improve the 
methods by which managerial decisions were made and to improve man¬ 
agers’ understanding of their businesses. 

One of the former studies, undertaken in cooperation with the controller’s 
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office, resulted in a wider and more uniform application of discounted cash 
flow analysis in resource allocation decisions. 

Some of the latter studies, undertaken jointly with operating depart¬ 
ments, involved investigations of: 

The breakeven price for purchased versus found crude oil reserves, 
with indications of the relative profitability of onshore versus offshore 
operations. 

The attractiveness of CONOCO going abroad in its petroleum opera¬ 
tions. 

Mr. McLean headed C&P for about three years. During that time the 
basic thrust of CONOCO’s planning system for the next decade was 
established. The five-year financial plan continued to serve as the basic 
formal mechanism for long-range planning. Accountability for the 
formulation and implementation of plans rested with the operating man¬ 
agers. The Coordinating & Planning Department supervised the collec¬ 
tion and consolidation of operation units’ plans, provided methodologi¬ 
cal advice as requested, and established itself as a source of economic, 
environmental, and corporate policy information through its partici¬ 
pation in studies of corporate policy and investment issues. C&P also 
identified the corporate issues or possible uncertainities involved in the 
proposed investments and plans for consideration by Executive Man¬ 
agement. 

Planning Process, Late Fifties to 1968. The annual planning cycle re¬ 
mained more or less unchanged from the late 1950’s to 1968: 1) the C&P 
Department performed preliminary, ten-year, economic forecasts and 
established five-year, “bench mark,” operational forecasts for dissemina¬ 
tion as inputs to divisional plans; 2) corporate opportunities and strategies 
were explored by Continental executives at a single meeting during the 
spring of each year; 3) strategic issues arising out of the executives’ 
discussions were assigned for analysis to staff task forces consisting of 
representatives of the concerned divisions and C&P; 4) drawing on the 
experience and information derived from the above activities, individual 
divisions prepared five-year plans during the summer; 5) the C&P De¬ 
partment presided over the uniform transmittal of division plans and 
consolidated them for corporate review; 6) in the early fall the consoli¬ 
dated plans were reviewed by a standing committee of the company’s top 
managers and then presented to the board of directors for final approval. 

Mr. Schwartz noted that the content of the plans submitted by the 
operating units changed very little from 1956 to 1966. The plans con¬ 
tained “a statement of policies, programs, and expected results in a 
somewhat abbreviated, narrative form with supporting quantitative data 
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contained in exhibits.” The supporting material was often insufficient to 
appraise the merit of the plan. 

Management Changeover. Shortly before he relinquished his position 
as chief executive officer in 1966, Mr. McCollum created the Policy & 
Planning Committee (PPC) reporting to the board of directors. PPC 
gradually supplanted the Management Executive Committee which had 
functioned since the mid-fifties as the company’s chief advisory body. 

The membership of the two committees was nearly identical; both were 
comprised of the company’s top executives. The Management Executive 
Committee had acted as an advisory committee to the president on 
operating matters. The purpose of PPC, however, was directed more 
towards guiding the company’s future growth. This committee was in¬ 
tended to provide a high-level body for the generation and assessment of 
expansion opportunities, the evaluation of long-range plans, and the 
identification and investigation of issues of importance to corporate man¬ 
agement. By contrast, the Management Coordinating Committee, iden¬ 
tified in Exhibit 3, sprang up to provide a forum for the weekly exchange 
of operating information. This committee met very informally and had 
no decision-making authority or responsibility. 

When Mr. Tarkington succeeded Mr. McCollum in the presidency of 
CONOCO *e corporate goals changed little, although emphases were 
differently placed. Mr. Tarkington assumed operational responsibility at 
a time when there was considerable stringency in the nation’s financial 
system. Also at that time, CONOCO’s long-term debt to total capital ratio 
was approaching 30%. Mr. Tarkington modified CONOCO’s investment 
and capitalization policies. The rapid growth in capital oudays was 
stopped, the maturities of long-term debt repayments were harmonized 
and CONOCO issued equity in 1967. (In retrospect, CONOCO’s man¬ 
agement felt that the sagacity of these policies was proven as the company 
maintained a position of financial strength and flexibility through the 
economic fluctuations of the late sixties and early seventies.) 

Mr. Schwartz expressed the opinion that the years 1966-1968 probably 
witnessed “the very apex of CONOCO’s formal planning system.” Mr. 
Howard W. Blauvelt, the head of C&P in 1966, was charged by Mr. 
Tarkington with the responsibility of “expanding the planning activities 
and making planning a more vital and continuing part of the company’s 
overall activities.” Mr. Blauvelt greatly expanded the narrative section of 
the five-year plans and requested more substantial documentation of 
each of the projections contained therein. Then C&P began to perform a 
more detailed critique of each operating unit’s plans, indicating areas of 
additional information needs, inconsistencies and potential coordination 
problems. Once the critique had been completed, C&P reorganized the 
plans into a standardized format, condensed, and rewrote the operating 
units plans for corporate management’s review. 
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FORMAL PLANNING 1968-1971 

As CONOCO approached the 1968 planning cycle Mr. Tarkington 
decided that the heavier demands for quantitative information which had 
characterized the two previous years’ planning had produced mixed 
results. On the one hand, the corporate staff had been able to build a bank 
of standardized, detailed data covering all of CONOCO’s operations 
which provided helpful insight into performance of operating units. The 
availability of this information facilitated the kinds of strategic studies 
which C&P had been performing for the president and top level man¬ 
agement committees since the mid-fifties. On the other hand, the formal 
requirements for more detailed plans had revealed that the projections 
and programs relating to years four and five in the five-year plans were 
little more than gross extrapolations of the first several years’ plans. 
CONOCO’s managers apparently felt reasonably comfortable and com¬ 
mitted to thinking in concrete terms for two or three years, but considered 
effort expended on fourth and fifth year projections largely wasted. Mr. 
Schwartz and several line managers expressed the opinion that five years 
was neither long enough to accurately present most investment proposals 
nor short enough to allow an intensive consideration of operating pro¬ 
grams. 

To ensure that the planning system more adequately reflected the 
thinking, goals, and strategies of operating management and to promote 
critical thinking beyond the three-year horizon, the following changes 
were introduced in 1968’s planning practices: 

1. Projections and programs for years four and five were no longer required. 
The three-year plan which remained was termed the Action Plan. 

2. Actions planned for the next three years were to be accompanied by 
several alternative programs together with the reasons for their selection 
or elimination. 

3. Increased attention was to be allocated by operating units to studies of 
their environment and future beyond the three-year horizon of the Ac¬ 
tion Plans. Operating managers were particularly urged to consider more 
speculative growth projects. 

A diagram of the planning process, as it occurred in 1970-71, is shown 
in Exhibit 4, on page 134. 

Mr. Tarkington expressed the hope that the explicit delineation of 
short-term (3 years) and longer-term (4 to 20 years or more) planning 
horizons would encourage a more productive and effective effort on 
each. He stated: 

The thrust of the changes in our planning program will be to provide 

greater flexibility and responsibility to each business area to undertake 
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probing studies and develop appropriate courses of action. We expect that 
the benefits of these changes will be a greater degree of creativity in, and 
commitment to, our plans. 

The Action Plan. The core of Continental’s 1968-1970 planning ac¬ 
tivities was the Action Plan, prepared at the divisional level. Conceptually, 
action planning was expected to facilitate the achievement of corporate 
objectives by performing three functions: 

1. motivating operating management to think ahead, identify key oppor¬ 
tunities and challenges, define major goals, and to develop steps to attain 
the goals; 

2. facilitating communication and coordination of operating activities and 
policies at, and through, all levels of management; 

3. providing an explicit review of management plans and an information 
base for subsequent postauditing and control. 


In essence, the Action Plans were alternative programs which covered all 
aspects of divisional operations. They provided a basis to evaluate rank 
and finally select from the proposals submitted. Upon final approval of 
the plans by corporate management, the first year of the Action Plans was 
hardened and became the basis for a more detailed, annual operating 
(termed by CONOCO the Profit Objective) and capital budget. 

Annual action planning commenced in January when the president of 
CONOCO issued oral guidelines at meetings with key operating people 
(most notably the Policy & Planning Committee members). Mr. Schwartz 
commented: 

The thrust of the guidelines is the tentative allocation of resources among 
the diversified operations of the company. This is accompanied by a review 
of CONOCO s general earnings outlook, financial position, etc., so that the 
operating people share the same perspective (and problems) of the chief 
executive officer. 

The guidelines sessions are usually quite lively. There is a give and take of 
questions and comments which is eventually reported to the board of 
directors, enabling them to update their expectations and recognize the 
issues that confront operating management. 

The president’s guidelines and instructions were interpreted by the 
division presidents and transmitted to their functional departments and 
subsidiaries. The divisional instructions were generally detailed, precisely 
denoting the content and format of departmental plans and specifying 
deadlines for the submission of these plans to divisional management. 
Also as guidance, the divisions had their proposed Action Plan from the 
previous cycle with the Coordinating and Planning Department’s com¬ 
mentary on it, as well as the final plan, approved by the board. Frequently, 
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the chief executive officer would have traveled to the company’s main 
operating centers to explain the thinking back of the approved plan. 

Functional departments and subsidiaries then developed Action Plans 
during February and March. Operating management analyzed changes 
which had occurred since the previous year and formulated financial 
projections and supporting programs for the action planning period. 
Sufficient financial detail was required to ultimately permit the corporate 
controller to compile corporate pro-forma income statements and funds 
flows. The operating data provided had to enable division and corporate 
management to monitor changes and progress in selected variables affect¬ 
ing the company’s operations. These variables included physical volumes, 
unit prices, revenues and costs, assets employed, etc. 

Department managers and subsidiary heads were also asked to sup¬ 
plement their proposed plans by submitting statements containing the 
following information: 

1. The department’s major goals and objectives and the means by which they 
were expected to be achieved over the next few years. 

2. Environmental conditions and assumptions underlying the financial pro¬ 
jections; the effect of change in each key variable was to be quantified. 

3. Brief descriptions of the major projects not yet approved but which had 
been incorporated into the financial projection. 

4. Brief descriptions of more speculative projects not included in the finan¬ 
cial projections but which might be initiated during the next five years, 
and their impacts on earnings. 

5. A manpower requirements forecast complementing the proposed action 
programs. 

6. A strategic study progress report providing brief information on the 
studies in progress and those desired studies which would not be initiated 
due to staff or financial limitations. The information expected to be 
included involved: a) the purpose of the study; b) the departments in¬ 
volved; c) progress to date; and d) the estimated completion date. 

The departmental Action Plans were submitted to the respective 
division’s Control and Planning & Economics Departments for review 
and consolidation. Following this staff review the Action Plans were 
presented to the Management Advisory Committee, comprised by the 
division president and department heads, for review and modification or 
tentative approval. The consolidated divisional Action Plans were then 
submitted to the corporate C&P and Controller’s Departments. 

The C&P and Controller’s Departments critically reviewed with the 
division managements their respective Action Plans. The thrust of the 
controller’s review, directed primarily at an examination of the account¬ 
ing policies used and comparisons of financial projections with historical 
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performance, was to affirm the integrity of the figures given in the plans. 
C&P’s review was aimed at identifying any inconsistencies between plans, 
corporate guidelines, policies or operating and environmental informa¬ 
tion available to C&P through its review of other divisions’ plans and 
strategic studies. 

C&P s task was facilitated by the assignment of senior department 
personnel as advisors and observers to each division during the planning 
period. The presence of these people, Mr. Schartz had found, pre¬ 
vented many problems from developing and lessened the friction which 
somedmes occurred between divisions and C&P during review. 

After the controller’s and C&P’s reviews, the Acdon Plans were con¬ 
solidated and both the consolidated and division plans were examined by 
the Policy & Planning Committee. At that time division managers had the 
opportunity to present their reasons for any deviations from the 
president’s guidelines. The committee discussed the divisions’ plans and 
the corporate implications of these plans. Once the president had given 
his approval, the consolidated plans were presented to the board of 
directors in June. Upon final approval by the board, the Action Plan 
became the basis for the fall Capital Commitment Budget and the Profit 
Objective for the next year. 

The Capital Commitment Budget. The annual capital budgeting process 
took place in the fall of each year. In September and October each year 
the divisions began to prepare their capital budget for the following year. 
These budgets included all the projects which the division wished to have 
approved in the following year. A member of the Coordinating and 
Planning group advised divisional management on his department’s view 
of individual projects, but his advice was in no way binding on the 
operating managers. In November these budgets were reviewed by the 
Coordinating and Planning and the Controller’s departments prior to an 
executive management review in December. At this review in December 
two processes took place: 

1. Establishment of the size of the budget for the next year. 

2. Determining the allocation of capital to each division by deciding which 
projects to leave out. 

The size of the budget was determined by several considerations, the 
expected cash flow for the next year, the dividend payment required and 
the availability of external capital from debt sources given the debt level 
which had previously been determined. An additional problem in the oil 
industry was that exploration expenditures, which were reviewed with the 
capital expenditures budget, were largely expensed in the year occurred 
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and had an impact on reported earnings. Therefore, the size of the 
exploration budget was dependent to some extent on the level of earnings 
desired. 

The projects to be included in the budget were reviewed by the Man¬ 
agement Executive Committee, which included all the chief operating 
managers of the divisions. 

After the capital budget had been determined by the Management 
Executive Committee it was further reviewed by the Finance Committee 
and then finally by the board. Once approved, the division had authority 
to proceed on the capital expenditure appraisals that were included in the 
approved budget. 

The Strategic Studies. Undertaken on a noncyclical basis, strategic 
studies were intensive and extensive analyses performed by staff person¬ 
nel for executive and operating management. By this means, complex 
issues bearing upon the division’s (and company’s) future were given 
greater attention than individual managers could afford in terms of their 
other duties. Normally the responsibility for the initiation, progress, and 
presentation of strategic studies was assumed by the line manager respon¬ 
sible for the area to be studied. However, in instances in which studies 
required the extensive cooperation of two or more divisions, primary 
responsibility for conducting the studies was assigned to the Coordinating 
8c Planning Department. For example, C&P coordinated the efforts of 
about 30 professional research, engineering, operating and economic 
people in analyzing the relative attractiveness of alternative processes to 
manufacture synthetic hydrocarbons. 

Usually, major policy or investment issues were considered by formal 
task forces termed Strategic Study Committees, rather than by individu¬ 
als. Committee members were selected on the basis of their expertise, 
availability, and ability to represent effectively the operating units’ in¬ 
terests in the study of critical issues. The strategic study committees were 
often formally organized in three parts: 1) the committee chairman 
retained responsibility for the overall coordination and execution of the 
study; 2) the working committeemen were assigned responsibility for 
specific portions of the total task; and 3) an advisory group, composed of 
representatives drawn from corporate staff departments (Controller and 
C&P) and other interested operating divisions, functioned separately 
from the main body of the committee to provide objective opinions and 
recommendations regarding the committee’s work. 

The strategic study committees’ activities typically involved the de¬ 
velopment and evaluation of various alternatives for allocating resources, 
taking into consideration Continental’s position, industry trends, and 
competitors’ actions. The recommendations often involved specific 
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strategic actions to be performed during the planning period (usually 
10-20 years) in the interest of enhancing Continental’s long-term profita¬ 
bility growth. After the committee reported its findings and recom¬ 
mendations to the sponsoring management, it usually disbanded. 

There is no means,” Mr. Schwartz said, “of assuring compatibility 
between studies findings and division’s Action Plans. The divisions are at 
liberty to submit plans and budgets at variance with prior corporate 
decisions or recommendations, but are then requested to provide written 
reasons for the variances. C&P, in its commentary during the review 
process will certainly point out any failure to do so!” 

The United States Marketing £sf Supply Study (USMSS) was perhaps the 
best-known strategic study group in WHPD. Unlike most study groups, 
this committee had been in continuous existence for over five years. In 
1971, USMSS was well-established as a fixture in WHPD’s strategic plan- 
ning and continued to develop optimum long-range programs” for the 
division’s refining, transportation and marketing operations. 

The study had been initiated in the mid-sixties in an effort to coordi- 
nate and optimize market and transport activities east of the Rocky 
Mountains. It was soon realized that regional marketing and supply 
strategies could not be made independently. Concurrently, domestic 
petroleum operations were restructured, with regional authority subor¬ 
dinated to corporate functional authority. Responsibility for the study 
was picked up by the domestic Supply 8c Transportation Department 
which further broadened the perspective of the study to include nearly all 
of the other corporate functional departments. Following the 1969 de¬ 
centralization of domestic petroleum operations, the functioning of 
USMSS became the responsibility of WHPD. The composition of the 
committee was as follows: 


Department 

Production 

Refining 

Computer 

Marketing 

Products Supply 

Crude Transportation 

Pipeline 

Planning & Economics 


Number of 

Representatives 

- 

3 

1 

2 

1 

1 

1 

1 (chairman) 


The scope of the study had evolved to the point where one of its regular 
responsibilities was to provide annual guidelines for the formulation of 
the Action Plan and the Capital Budget. Consequently, the annual results 
of the study had to be available in July in order to influence capital 
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expenditures. The USMSS also helped to assess how current decisions 
and future strategies could be expected to affect sales and earnings of the 
division in 10 to 20 years. 

The analytical techniques used by the USMSS included several com¬ 
puter models for marketing, product supply and distribution, refinery 
design, scheduling, and the critical path method for the coordination and 
scheduling of information gathering and task performance. 

The committee worked on major analyses, each of which involved a 
package of decisions that formed action programs consistent with selected 
strategies. Starting with environmental assumptions, the committee ran 
alternative action program simulations on computers to help determine 
the best strategy. The committee’s principal problem lay in sound en¬ 
vironmental appraisals and in internal data gathering, because for such 
projections inputs had to be provided by all the departments involved. 

Mr. Schwartz considered USMSS one of CONOCO’s most effective 
strategic studies. He stated that he could cite many instances in which the 
work of this committee had had a profound effect on management’s 
thinking. For example, he noted that the acquisition of the Sequoia 
refinery in Ponca City, Oklahoma would probably never have been consi¬ 
dered by division management without this committee’s campaign for 
such a move. Division management had a strong “bias” for coastal re¬ 
fineries, because of long-term outlook for growing crude oil imports. 
However, USMSS “proved” that the Sequoia refinery’s operations, coor¬ 
dinated closely with existing CONOCO facilities in Ponca City, could (1) 
be adequately supplied and (2) remain as competitive as a new coastal 
refinery. 

THE ROLE OF THE COORDINATING & PLANNING 
DEPARTMENT 

Mr. Schwartz estimated that his department’s personnel (numbering 
22) were, “about half new MBA’s and half professional economists or 
experienced people from our operating departments.” He went on to say, 
“We seek to get people who are analytically sharp and intellectually 
curious.” 

Many of CONOCO’s top executives had at some time moved through 
or headed the department and had valued the experience through the 
breadth of exposure it afforded them. For example, besides Mr. 
Schwartz, the 1971 members of the Policy 8c Planning Committee in¬ 
cluded Messrs. McLean, Blauvelt and Morrow . . . all of whom had been 
members of C&P at an earlier time. 

In addition to its role in the formal planning system, as previously 
outlined, the department undertook independent projects to guide ex- 
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ecutive management in long-range planning and investment decisions 
including: (1) individual and team work to analyze basic economic and 
political information and evaluate and forecast for the company’s 
worldwide growth; (2) studies evaluating the results flowing from the 
corporation’s major investment and operating decisions, including com¬ 
petitors’ performance and ways to improve management control; and (3) 
evaluating new projects both for expansion and new businesses. 

Mr. Schwartz indicated that within the past few years department 
studies on the desirability and the means of CONOCO entry into new 
business areas had been completed. Currently underway was more rigor¬ 
ous and definitive work on basic price projections for important products 
and the criteria used in considering capital budgets (e.g., right alterna¬ 
tives considered? fit with long-range plans? methods of enhancing prof¬ 
itability and/or diminishing risks? etc.). 

Interface With the Rest of CONOCO. Mr. Schwartz stated: 

Historically, the company has had a number of strong, aggressive, entre- 
preneurially minded young line managers who are very good at smoking 
out opportunities for investment. This has been a considerable asset to the 
company and accounts for its rapid growth. However, the rate of expansion 
in the company’s capital spending program is moderating. The C&P re¬ 
views, which are necessary to discriminate among proposals so only the 
highest quality ones can be selected, no doubt seem at times an impediment 
to bold, fast action. 

Historically, there have been differences in analytical perspective between 
C&P and the operating departments. One key issue has been the matter of 
incremental analysis. In our opinion adding to the present operations as a 
base tends to favor existing areas of business (both from a product and 
geographic viewpoint) and to favor near-term over long-term considera¬ 
tions. Other groups did not see this as a disadvantage. In fact, C&P’s 
frequent suggestion of departures from existing areas of business was 
considered by many operating managers to be ivory tower intellectualism. 
Over the decade of the sixties some, though not total, resolution of this 
difference in perspective had been achieved. 

We have not always adopted the right approach in our dealings with the 
operating people. In part, we have had some learning to do ourselves. I fear 
that we tended in the earlier years to accuse our upstream brethren (in 
exploration and development operations) of a lack of planning. It mightjust 
as fairly be said we failed to come up with specific techniques to take 
economic considerations into account in the technical planning program. 
That is to say, we should have directed greater effort toward finding an 
explicit way of dealing with the uncertainties they faced in translating 
geological and technical information into economic terms which would 
facilitate the evaluation of alternative programs. 

These difficulties aside, I think C&P has played an important role in 
influencing major company moves, and I believe that this view is shared by 
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most line managers. Some line managers come to us for considerable 
informal counselling—they want to have a dry run on their forward think¬ 
ing. Others tend to minimize contact to the essentials of the budget and 
action planning. They evidently feel that our contribution is in succinct 
reporting rather than new insights. Indirectly, C&P attempts to be involved 
in most major studies, particularly at the beginning (definition of scope and 
methodology) and at the end (interpretation of findings and the recom¬ 
mendations). 

I believe operating management eventually places considerable weight on 
the findings of our in-depth studies. Reactions are not instantaneous, of 
course, and this is a frustration to any staff man. Our former chief executive 
officer, Mr. McCollum, once told me that a large corporation is like a 
ship—it turns a few degrees at a time. Any attempt to make a very sharp 
turn might capsize it. On another occasion, he told a meeting, assembled to 
discuss recommendations of a task force which were not endorsed by the 
line management, that he had to support the line managers—at least until 
such time as he became convinced that the staff people had better over-all 
grasp of the situation. At that time he would promote the staff people to the 
line jobs! 

Mr. Schwartz went on to say: 

In fact, there are some significant differences between C&P-controlled 
studies and operator-controlled studies. We (C&P) are more inclined to 
gloss over the intricacies of the existing situation (because we understand it 
less perfectly) and to strive for a broader-gauged study (a study which 
considers a wider range of alternatives). Extreme alternatives, like “sell the 
entire operation,” is the ultimate difference between an “objective” C&P 
study and a “vested” departmental study! 

In the more important middle ground of alternatives, C&P is a little less 
likely to be influenced by current developments and instead to rely on 
long-term trends. Sometimes this causes us to miss a turning point which the 
operators have spotted. We (C&P and operators) increasingly spend time in 
dialogue in these areas in the hope that this will improve both the operators’ 
imaginativeness in options considered and our perceptiveness with regard 
to the input data. Specific people in C&P are assigned for this purpose. 

Mr. Schwartz concluded his remarks saying: 

My definition of our (C&P’s) purpose reflects my bias towards the needs of 
our executive management—the resource allocation process. Planning 
seeks to rationalize the allocation of scarce resources to alternative uses. A 
formal planning system’s purpose is to assure that these decisions are made 
in a timely fashion on the basis of a complete and objective assessment of all 
relevant knowledge, projections and conjecture. I am sure that our operat¬ 
ing people would say that the system, if it works well, serves to upgrade their 
efforts—they can develop projects, etc., with a surer knowledge of what our 
top management expects from them and itself. 

I might note, parenthetically, that C&P is involved in setting the ground 
rules and running the system. I like to think of C&P as a high fidelity record 
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player in which I’m the needle. The divisions press the records (plans) and 
play them awhile to see if they like what they hear. When the records are 
played to corporate management, I want both the recorders and the listen¬ 
ers to be sure that they are getting a complete and accurate rendition. 


Exhibit 2 CONTINENTAL OIL COMPANY PROFILE, MR. McLEAN* 
PERSONALITY 

Conoco President Encourages Innovation 
By WILLIAM D. SMITH 

The credentials of John G. McLean are impeccably establishment. 

He is a trustee of the Presbyterian Church, lives in Darien, Conn., golfs and 
sails, was a professor at the Harvard Business School, and is now the 
president and chief executive officer of one of the nation’s major corpora¬ 
tions, the Continental Oil Company. 

Yet the chief tenet of his management philosophy could be paraphrased 
“power to the people.” 

To remain successful, a big company must encourage the development of 
individual centers of initiative and interest. I mean groups of six, eight, or 
10 people under a strong leader, who are interested, imaginative and 
enthusiastic about what they are doing.” 

“We must encourage such groups to use initiative and place a minimum of 
restraints upon them. Better they should be alive and active, even though we 
may not always like what they do, than they be tightly controlled and 
unresponsive.” 

Mr. McLean grinned as he added, “I’ve seen some pretty odd suggestions 
and plans cross my desk, but you have to give people a chance to run 
—otherwise they stand around marking time.” 

The small, gray-haired executive’s second management tenet would also be 
close to the heart of impatient, anti-establishment types. “I try to make 
decisions as quickly as possible and encourage other Conoco executives to 
do the same. A major curse of large corporations is the time it takes to get 
decisions made.” 

Mr. McLean is direct but soft-spoken. He smiles easily but always seems to be 
completely aware of every word he says. 

John McLean was born in Oregon but grew up in Santa Barbara, Calif., 
where his father was a Presbyterian minister. His grandfather and great 
grandfather, who had come over from the Isle of Mull in Scotland, were also 
Presbyterian ministers. 

Mr. McLean followed his older brother to the California Institute of Tech¬ 
nology, where he studied physics. “Actually I spent most of my time in 
extra-curricular activities. I was president of the student body and of the 

^Reprinted from the New York Times, Sunday June 28, 1970 
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senior class and played varsity football and track.” He added wryly, “Cal 
Tech is probably the losingest school in the history of intercollegiate athle- 
tics.” 

Physicist, athlete, class leader next went to the Harvard Business School, 
“which opened up a whole new world to me.” 

I became totally involved, and I devoted all my time to work.” After 
graduating in 1940, he was asked to stay on as a research assistant. 

Mr. McLean stayed a while, 15 years to be exact, during which time he 
received his doctorate and rose to the rank of full professor. “It was a fine 
life.” 

He also found time to act as a consultant to oil companies and wrote a book 
called “The Growth of Integrated Oil Companies.” 

In 1954 he took a leave of absence to work as an assistant to the president of 
Continental Oil. Two years later he had to decide whether to return to 
Harvard or remain in industry. He chose industry, and was named vice 
president of Continental in charge of coordination and planning. 

When Mr. McLean joined the company in 1954, Continental had earnings 
of $41.6-million on revenues of $500-million. In 1969 Conoco earned 
$ 146.4-million from operations on revenues of $2.6-billion. 

In 1954 Continental was a provincial domestic oil company, some of whose 
officers vowed, “We will never put bricks and mortar overseas.” Despite 
these views the company began to make moves overseas, and Mr. McLean 
began to become more and more involved. In 1958 Continental as part of a 
consortium with Marathon and Amerada discovered big oil in Libya. 

Mr. McLean was named financial vice president in 1959 and became deeply 
involved in the complicated negotiations to sell the Libyan oil in Europe. 
From that point he became more and more an expert in the company’s 
foreign operations and plans. “It was partly fascinating and partly self- 
serving. I realized that this was a growth area and one in which I could get in 
on the ground floor since we were just starting to become an international 
oil company.” 

In 1963 he was named chairman and managing director of the Continental 
Oil Company, Ltd., in London with responsibility of spearheading the 
company’s drive into European markets. A year later he was brought back to 
New York to become vice president in charge of European international 
operations. “My wife and I hated to leave. In a year we had found a real 
home in London.” 

In 1968 he was named executive vice president in charge of international 
affairs with responsibility for Continental’s activities in more than 30 coun- 
tries. When Mr. McLean joined the company, it had had interests in Egypt, 
British Somaliland and Italian Somaliland. 

Mr. McLean was named president and chief executive officer of Continen¬ 
tal in September, 1969. 

He defined his goals for Continental last week quietly but confidently with a 
faintly professional air. “My chief objective is to build a steady growth in our 
share earnings. 

“We can make money doing anything, but the way to score big is to find 
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natural resources. We have gone out and gotten exploratory acreage. Con¬ 
tinental now controls more than 400 million gross acres. 

'This is more than any other company in the world. We think we have the 
finest set of exploratory acreage in existence. Our exposure-to-discovery is 
outstanding.” 

Mr. McLean ticked off the locations—“North Sea, Libya, Dubai, Iran, and 
we have vast acreage in the South China Sea.” 

Despite the present accent on discovery, Mr. McLean is a firm believer in an 
integrated oil operation. “We believe we will hit it big in the South China 
Sea, and we already have many laying the groundwork for the integrated 
company that will follow the oil, if we find it.” 

Mr. McLean is hopeful about the future of the international oil business. 
“The companies should press forward when they are right, but must be 
flexible. Oil companies can’t fight rear-guard actions with foreign govern¬ 
ments. Oilmen must take forward-looking positions, not keep trying to 
reclaim the past.” 
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Exhibit 3 Continental Oil Company Management Organization, October 1970 
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PART TWO 

Situational Design 


The second part of the book explores in detail the most critical factors in the 
design of formal planning systems. The central idea is that pfenning systems must 
be tailored to an individual company’s circumstances in terms of its goals-setting 
process, the planner’s role, linkage of planning and budgeting, and management 
"control processes' In Part I we presented the conceptual foundation for our ap¬ 
proach to strategic planning and provided a framework consisting of three levels of 
strategy and three cycles of planning. We stated that the task of designing a 
planning system would be one of tailoring the system to a given unique corporate 
setting, but deferred the discussion of how such contingent design of planning 
systems might take place. Instead, we offered several generally applicable musts 
for planning. In this part we will return to and specifically address the question of 
situational design. 

The first reading, “How to Design a Strategic Planning System,” distinguishes 
between the task of designing a planning system for a larger, typically divisionalized 
and diversified corporation versus a smaller corporation, typically functionalized and 
with less product diversity. Another important situational factor under discussion is 
whether the planning system is relatively new or more mature and well established. 
There are other important situational factors in addition to the two contingencies, 
size/diversity and age of system. However, as we introduce more contingencies, it 
becomes impossible to draw valid generalizations about the choice of systems 
design factors. We have, therefore, elected to delimit the choices, allowing for 
further individual tailoring of each case. 

Six strategic planning systems design issues are identified. These are the degree 
of elcpiicitneSsTn^the c^munibation of corporate goals; the “top-down/bottom-up” 
flavor^cf the goals-setting process; the strategic versus statistical nature of the 
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corporate environmental scanning effort; the strategic versus financial nature of the 
subordinate managers’ planning focus; the role of the corporate planner; andthT 
degree of linkage between planning and budgeting. Each of these design issues” 
should be solved differently according to the situational setting. A second important'” 
aspect of contingency design is also stressed, namely the need to keep redesigning 
the planning system in response to the changes that take place both in and outside 
the company. Thus, the task is not completed even when a system has been 
successfully tailored to a given corporate setting; a continuing updating of the 
system will also be required. a 

The second reading, “Role of the Corporate Planning Executive,” deals with the 
planners role. Potentially, there are several alternatives for the corporate planner 
and what will be the appropriate role depends on the specific corporate setting For 
the corporate plannerto be effective, a working relationship must be maintained with 
three classes of executives, the chief executive, the line management, and other 
staff, particularly the controller’s office. Four classes of situational contingency 
factors are identified as important for dictating what would be an effective role for the 
planner First, the state of the planning system itself might be important—new or old- 
mtemally developed, or “prepackaged, off-the-shelf.” Second, the type of industry 
might be important—old and static versus technological and dynamic, for example. 
Third the company itself, in terms of corporate atmosphere, may be important. 
Finally, the style of the key executives involved, particularly the chief executive, may 
be significant. Depjmdingflnthe particular set of contingencies, three differjentroles 
for the corporate planner are identified. He can be'a^WkeV^whowill be solely 
concerned with maintaining the planning system and will not play any role in 
deciding ot the substantive issues of the plans. Alternatively, he might be an ’ 
advisor who will offer his own opinions on the plans, in addition to maintaining the 
system. Finally, he might be an “evaluator” and have an even greater substantive ‘ 
influence. There will be no universally best role, however; this will depend on the 
situational setting. 

The third reading, ‘lBalance_CreatiyJty and Practicality in Formal Planning,” is 
concerned with how to link the longer range planning activity with more nelr teTm ' ^ 
Dieting.- A -i2°i e !i?!<ag IT'S h * foster a more creative, innovative approach tothe""’ 
^planning acti vities; a tight linkage might lead to more realism and action orientStoT” 
.How much linkage will be appropriate will vary with the situational setting.’ An 
^propnate baiance might result from too much linkage, that is, too little creative 
.adaptation to new environmental opportunities. Alternatively, and just as bad, tob~ 
little linkage might lead to unrealistic and irrelevant plannmg. 

Three major types of linkage between planning and budgeting are then dis- 
cussed. Content linkage addresses the question of how directly the content of the 
budget and the first year of the long-range plan match each other, in terms of degree 
of specificity, reconciliation of differences, and explanation of differences from what 
was said last year. Organization linkage is concerned with the degree of overlap in 

[! S c P ^u ty t a T 9 ® xecutives for administering the planning and control proces¬ 
ses. If the controller is directly involved with both systems, then there is tight linkage- 
if the corporate planner and the controller report to different corporate executives,’ 
then we have an example of loose organizational linkage. Finally, we have timing 
inkage, referring tothe sequencing of the planning and budgeting activities; if there 
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are large gaps in the time schedule between the two activities, or if all activities are 
“packed in” during a short time period, then we have examples of loose timing 
linkage. 

The question of what will be an appropriate degree of linkage is, of course, 
entirely dependent on the situational setting. Further, as this setting commonly 
might change, there is a need to manage the evolution of the degree of linkage. For 
instance, a division that goes through a life cycle set of stages for its product 
thrust—from early growth with consumption of more funds than it generates, 
through balancing the funds inflows and outflows, through a period of “milking” the 
division, that is, generating more funds than consumed—might have a plan-budget 
-linkage that starts out loose but is gradually tightened. 

The final chapter of Part II, “Divisional Planning: Setting Effective Direction,” 
examines the question of what might be good practices for the business planning 
activities of the divisions and how to ameliorate some potential pitfalls. Useful 
divisional planning practices include an analysis of a product’s position along a 
business attractiveness dimension, such as the market’s growth rate, as well as 
along a dimension capturing the strength of one’s own position, such as one’s 
market share. The effects of a planned program can then be judged according to 
how it will reposition the product and what the funds flow implications will be. Other 
useful tools include a practice of first planning strategic programs across the 
functions of the division, each function manager preparing his own budget. This 
ensures both strategic direction and proper coordination and control. Thirdly, ap¬ 
propriate procedures for the “staging” of a project in its development from one 
function to another must be developed. 

In addition to these practices, the divisions will commonly have to strengthen 
their planning efforts to cope with two additional problems. First, it is often unrecog¬ 
nized that the division might tend to be overly risk-aware in its selection of projects. 
As a result, the corporation often misses out on potential high profit projects, which 
would be viewed as less threatening in light of the overall risk-distribution of the 
corporate portfolio. The second problem area is that a strategic project analysis 
which only considers a product along the business attractiveness and competitive 
strength dimensions might be too simplistic. A third dimension will be needed that 
addresses how well the project fits into the overall divisional and corporate picture in 
terms of both cash flows and synergy effects. 

Each of the four cases in Part II raises aspects of the issue of how to tailor the 
strategic planning system, or parts of it, to a given corporate setting. Many of the 
same systems design considerations will emerge in all cases, but we will see that the 
choice of design configuration often will be different, reflecting distinctive situational 
settings. 

In the Massey-Ferguson case, we are faced with a worldwide corporation pursu¬ 
ing a set of business activities that are highly interdependent and require careful 
integration. The planning system has evolved over a long time and is heavily 
formalized. The goals-setting process is heavily top-down-oriented, Massey- 
Ferguson’s planning system being an archetype of this approach. We shall soon 
have an opportunity to see how this contrasts with the bottom-up approach in 
the Quaker Oats case. A second major issue is the question of linkage between the 
plan and the budget. Given Massey-Ferguson’s objectives, chief among which is the 
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efficient development of its existing businesses rather than further diversification, a 
planning system with heavy emphasis on integration is described. 

The second case, State Street Boston Financial Corporation, discusses planning 
in a company that is in a rather traditional industry, namely banking, but which has 
undergone a large influx of nontraditional banking executives, including a chief 
executive and a corporate planner who are new on the job. The bank’s willingness to 
go new ways has resulted in development of such management systems 
computer-based MIS, MBO, and performance measurements. The strategic plan¬ 
ning activity faces several challenges, such as how to get executives involved who 
are operating in a traditional business climate and often with an industry-specific 
background. The objective of the planning activity is to strengthen the environmental 
adaptation capabilities of the bank; this is, to identify and implement new venture 
opportunities and respond quicker to changes. A long list of issues is raised regard¬ 
ing the role of the corporate planner. 

The Quaker Oats Company case too often offers a unique situational corporate 
setting: a business diversification drive has led to a recent reorganization into 
business divisions, and as a consequence the previous planning system is obsolete 
and a new system is being introduced. This system is relying heavily on a bottom-up, 
goa s setting process. The case raises in particular the design issue of planning- 
u geting linkage, what is an appropriate degree of linkage in this contingency 
se mg, given Quakers present objectives for appropriate adaptation-integration 
a ance in i s system? All three classes of linkage issues, contact, organization, and 
timing, are apparent in this case. 

The final case in the situational design section of the book, Galvor Company, 
describes an integrated, elaborate planning, and control system as it has been 
developed within a major multinational, highly diversified corporation. The case 
ocuses on the business planning task within a division and the corporate-divisio nal 
planning interface. The planning system features an interactive top-down/ 
bottom-up balance and a three-cycle narrowing down of strategic options. Thus, 
many of the features of the conceptual planning model described in Part I of 
hlS ,,.°°[' a '" e a PP arent > as they are in the top-down approach at Massey-Ferguson 
and the bottom-up approach at Quaker Oats. The case also spells out in detail which 
variables go into the business plan. It is worthwhile to compare this with our 
discussion of divisional planning in Part I, and ask what would be an appropriate 
choice of variables for business planning—again a situational planning systems 
design issue. Another situational design issue not raised before is what would be an 
appropriate sequence of feedbacks from plans, requirements for plan revisions, and 
for f oH° w :up corrective actions. A final prominent situational design issue deals with 
whether it is appropriate to implement standardized, elaborate, highly formalized 
planning systems in all divisions, irrespective of size and/or nature of business 
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HOW TO DESIGN A 
STRATEGIC 
PLANNING SYSTEM* 


Peter Lorange and Richard F. Vancil 

Every business corporation does strategic planning, although the for¬ 
mality of that process varies greatly from one company to the next. 
Conceptually, the process is simple: managers at every level of the corpo¬ 
rate hierarchy must ultimately agree on a detailed, integrated plan of 
action for the coming year, and they arrive at that agreement through a 
series of steps starting with the delineation of corporate objectives and 
concluding with the preparation of a one or two-year profit plan . 1 As a 
practical matter, however, the design of that process—deciding who does 
what, when—can be fairly complex. And our experience shows that the 
design of a strategic planning process can be crucial to the success of the 
planning effort. 

A strategic planning system is nothing more than a structured—that is, 
designed —process that organizes and coordinates the activities of the 
managers who do the planning. There is no universal, off-the-shelf plan¬ 
ning system for the simple reason that companies are different in terms of 
their size, the diversity of their operations, the way they are organized, 
and the style and philosophy of their managers. An effective planning 
system requires “situational design”—it must take into account the 
specifics of a particular company’s situation, especially along the dimen¬ 
sions of size and diversity. 

In this chapter, we shall attempt to provide some guidelines for the 
design of strategic planning systems, hoping that the reader recognizes 
that, for the reasons just stated, such generalizations can be treacherous. 
We do not aspire to prescribe the specifics of a planning system for your 
company; you must do the final tailoring. But some useful generalizations 
are possible, particularly in distinguishing between large companies vs. 
small ones and between highly diverse companies vs. less diverse ones. As 
a general statement, size and diversity of operations go hand-in-hand, 
although there are many exceptions to that rule. Several of the billion 
dollar airlines, for example, are essentially in one business, and there are 

* (Reprinted from Harvard Business Review, Sept.-Oct. 1976). 

1 These steps are described in detail in Part 1, Reading 2. 
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also a number of miniconglomerates with sales of less than one hundred 
million that have divisions in disparate industries. For convenience in this 
discussion, we shall talk about companies as “large” or “small,” defining 
those labels in terms of a set of typical characteristics shown in Exhibit 1. 


Exhibit 1 TYPICAL CHARACTERISTICS OF “LARGE” AND “SMALL” 
COMPANIES 



“Large" Companies 

“Small” Companies 

Annual sales revenue 

Diversity of operations 

Organization structure 

Industrial expertise 
of corporate management 

More than $100 million 

Two or more different 
industries 

Product divisions 

Less than that of 
divisional subordinates 

Less than $100 million 
Single industry 

Functional departments 
Greater than that of 
functional subordinates 


While your company may not match up neatly along either set of 
characteristics, understanding why an effective strategic planning system 
is different in these two types of companies may enable you to design a 
system that fits your situation. It should also be noted that the characteris¬ 
tics of “small” companies also describe a “typical” division in a large, 
diversified firm. Thus, division managers in such firms can follow the 
discussion below at two levels simultaneously: 

(1) their role as a part of the corporate planning process, and 

(2) their role in the strategic planning for their own “small” business. 

We have identified six issues on which an explicit choice must be made 
in the design of a strategic planning system. For each of these issues the 
proper choice for large companies, in most cases, will be different than for 
small companies. The issues are: 


1. Communication of goals for corporate performance. 

2. The goal-setting process. 

3. Environmental scanning. 

4. Subordinate managers’ focus. 

5. Role of the corporate planner. 

6. Linkage of planning and budgeting. 

Each of these design issues is described in turn below, along with a brief 
discussion of why the design choice is different in the two corporate 
settings. 
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COMMUNICATION OF GOALS FOR 
CORPORATE PERFORMANCE 

A common problem in the design of a formal planning system occurs 
when second-level managers request corporate guidelines in order to 
focus the preparation of their strategic plans. Such managers, faced with 
the uncertainty of how to tackle the planning assignment, may ask, implic¬ 
itly or explicitly, “Tell us where you want us to go and what you expect 
from us by way of performance, and we’ll present a plan of how to achieve 
it.” These questions are not unreasonable, but acceding to them may 
violate the very purpose for which strategic planning is being undertaken. 
To determine how goals should be communicated and how specific they 
should be is an important design issue for the planning system, and the 
“right” answer will differ from company to company. 

Small companies 

When the president of a small company (or the general manager of a 
division of a diversified firm) initiates a strategic planning process, he 
shares with his functional subordinates his thoughts about the objectives 
and strategy of the business. In most situations, however, he does not 
make explicit his performance goals for the business. Instead, he asks his 
functional managers to devise a set of action programs that will implement 
the strategy of the business in a manner consistent with its objectives. All 
the managers involved know that one result of the “programming” proc¬ 
ess will be a mutually agreed-upon set of performance goals for the 
business, but they also realize that there is no need to anticipate the results 
of their planning efforts by trying to establish goals before the programs 
have been created and evaluated. This would be unnecessarily time- 
consuming and burdensome, and might create false expectations among 
the functional managers. 

The programming process is oriented much more toward the analysis 
of alternative actions than toward the establishment of corporate goals. 
The primary reason for this is that the functional managers involved in 
programming tend to have (properly) a parochial point of view. They 
have a somewhat shorter time horizon than the president and focus their 
attention on one special function of the business. The president is the only 
executive who puts all the functional pieces together. He is the one who 
decides which subset of alternative action programs should be selected in 
order to achieve the goals that he has set for the business. Functional 
managers do not need to know what the president’s performance goals 
are, only that he wants them to recommend the best possible set of action 
programs. 
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Because of its action orientation, the programming process tends to 
have relatively little continuity from one year to the next. The objectives 
and strategy of the business may not change, but each year it is necessary 
to reexamine all existing programs and try to devise new ones. Thus, even 
though the programming activity commonly uses a time horizon of three 
to five years, relatively little attention is paid to the tentative goals estab¬ 
lished in the preceding year. The focus, instead, is on the current situa¬ 
tion, on the best set of action programs now, and on the development of 
an achievable goal for the forthcoming year. 

Large companies 


The diversity of the portfolio of businesses facing corporate management 
in large companies is often so great that their capacity for in-depth 
perception and familiarity with each business diminishes. Consequently, 
corporate management has to rely on the relatively unconstrained inputs 
from the divisions. 

Division managers do heed corporate guidance in the form of broad 
objectives, but it is usually desirable for top management to delay the 
development of an explicit statement of performance goals for the cor¬ 
poration. This forces the division manager to think through his business 
with a long-term, external focus; the fewer constraints placed on his 
thinking, the better. Another reason for delaying the specification and 
communication of corporate goals to division managers is that corporate 
management is also changing the approach it takes to an old task. In the 
absence of a formal strategic planning process, corporate management 
may have developed explicit goals for itself, but it cannot be sure that the 
goals will seem appropriate when viewed in the context of a set of inde- 
pendently-arrived-at divisional goals. Divisional recommendations per- 
mit corporate management to do a better job of corporate goal setting. 

THE GOAL-SETTING PROCESS 

A major issue in the design of a planning system is the goal-setting 
process itself. From the point of view of the division manager, are the 
division’s goals to be established by corporate management or by the 
division manager himself? This issue is sometimes cast as a dichotomy, the 
choice being between “top-down” goal setting or “bottom-up” goal set- 
ting. As a practical matter, of course, both corporate and divisional 
management must agree upon divisional goals. An important issue, how¬ 
ever, concerns which level in the hierarchy initiates or first suggests what 
the divisional goals should be. The same issue arises between the general 
manager and functional managers of a homogeneous firm. The design of 
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the planning system can have a strong influence on how this issue is 
resolved. 

Small companies 

The goals for a small company that emerge from the programming 
process are tied to an approved set of action programs. Until the presi¬ 
dent has decided which programs should be approved, it is impossible for 
each of the functional managers to set goals for his sphere of activity. 
Once a set of action programs is selected, therefore, the performance 
goals for each functional department are more or less automatically 
determined. In this sense, functional goal setting is a top-down process. 
The functional managers propose action programs, but it is the president 
with a businesswide perspective who decides which programs to under¬ 
take and what the goals for his functional subordinates should be. 

Large companies 

When it comes to tailoring the corporate-divisional goal-setting process in 
a large company with a relatively diversified set of businesses, “capacity 
limitations” at the corporate level will dictate a relatively bottom-up ap¬ 
proach. A major share of the goal-setting initiative should probably come 
from the divisions, since intimate knowledge of the industry-specific set of 
business conditions will be necessary. 

Initiating an effective corporate-divisional goal-setting climate in a 
large company can be tricky. For the first year or two of a formal planning 
effort, the best approach in most situations is to allow the initiative for 
recommending divisional goals to rest on the division manager. This 
approach serves to enhance his sense of running his own business and 
encourages broad strategic thinking at the divisional level. Subsequently, 
after the corporate and divisional managers have had some experience in 
hammering out a mutually agreeable set of divisional goals, the division 
manager’s annual proposal for divisional goals will not be as uncon¬ 
strained as in the early years. It should be stressed that divisional goal 
setting is really a negotiation and, although it is formalized as an annual 
event in the planning process, the cumulative experience of previous 
negotiations tends to improve the effectiveness of the goal-setting proc¬ 
ess. Top corporate management can help to nurture this development by 
creating a system that maintains a proper top-down/bottom-up balance, 
given the particular situational constraints. In part, this may be accom¬ 
plished by withholding an explicit statement of corporate goals for the 
first year or two, while requiring the division manager to recommend 
goals for his division. 
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ENVIRONMENTAL SCANNING 

A strategic planning system has two major functions: to develop an 
integrated, coordinated, and consistent long-term plan of action, and to 
facilitate adaptation of the long-term efforts of the corporation to changes 
in the environment. When introducing and developing a formalized 
system for strategic planning, a common tendency is to concentrate on the 
integrative aspects of the system. Designing the system to focus explicit 
effort on the task of environmental scanning will help to assure that the 
planning effort also fulfills its adaptive mission. 

Corporate management of both large and small companies will usually 
wish to provide all subordinates with a more or less detailed set of fore¬ 
casts and assumptions about the future business environment. Since each 
manager, initially at least, will be doing the strategic planning for his 
sphere of responsibility more or less independently of his counterparts, 
corporate management will be aided in its task of reviewing plans and 
proposals if all managers have used the same set of economic and other 
environmental forecasts. 

Small companies 

Corporate environmental scanning in small companies is a strategically 
oriented analytic task that can go far beyond the mere gathering of data 
about markets, competitors, and technological changes. For example, a 
company that has a large share of the market for a consumer product 
used primarily by middle and upper-income teen-agers and young adults 
might devote considerable effort to analyzing demographic trends and 
changes in per capita income. A fairly accurate forecast of the size of the 
total market five years hence is possible, and would be useful in appraising 
the potential for corporate growth. Similarly, companies involving prod¬ 
ucts with rapidly changing technology may devote more attention to 
forecasting future technological advances, and those operating interna¬ 
tionally will appraise political trends in foreign countries. 

Large companies 

In large companies, this task of monitoring detailed environmental 
changes is too immense to be performed by top corporate management 
alone. Division management, therefore, will be expected to study the 
external environment that may be relevant to their particular business. 
Typically, in these circumstances corporate managers will provide only a 
minimal number of environmental assumptions, primarily statistical eco- 



How to Design a Strategic Planning System 


145 


nomic forecasts, in. order to reinforce the importance of division thinking 
about future environmental conditions. 

Corporate environmental scanning may play an additional important 
role in large companies that are interested in further diversification 
through acquisitions. Division managers can do little to assist in this 
important strategic task, so an important determinant for the success of 
an acquisition program will be the quality of the corporate scanning 
effort. Needless to say, adequate attention to this scanning effort will be 
particularly cruciaL for the aggressive, highly diversified corporation. 

SUBORDINATE MANAGERS’ FOCUS 

What should be the focus of the second-level managers involved in a 
corporate strategic planning effort? What roles will the division manager, 
the functional manager, and top management play? We shall consider 
these questions in. terms of whether plans should be relatively more 
quantitative or qualitative; more concerned with financial detail or with 
broad strategic analysis. 

Small companies 

Preparing a functionally coordinated set of action programs for a small 
company may require a great deal of cross-functional communication. 
Much of this interchange is most efficientiy expressed in dollar or other 
quantitative terms, such as numbers of employees, units of product, 
square feet of plant space. Focusing on financial or quantitative data in 
devising or reviewing a set of action programs is appropriate for two 
reasons. First, it helps to insure that each functional manager under¬ 
stands the specific dimensions of a proposed program and has thought 
through the implications of executing it. Second, dealing with the finan¬ 
cial implications of alternative programs in some detail permits the presi¬ 
dent to select more confidently the subset of programs to be imple¬ 
mented. In practice, the financial and quantitative aspects of functional 
planning become progressively detailed as the programming process 
continues, culminating in very specific plans that constitute the operating 
budget. 

Large companies 

In a diversified larger corporation the aim of corporate management is to 
insure that a timely strategic outlook is taken by each division, and the 
focus of division management is primarily on achieving that outlook. 
Division managers should be permitted to develop as much financial 
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detail to support their proposals as they think is desirable, particularly 
during the early years of planning. This permissiveness may result in the 
creation of more financial detail than is really necessary for strategic 
business planning. After a year or two, therefore, the corporate require¬ 
ments for financial detail to support division proposals should be made 
explicit—and should be explicitly minimal. Division managers should be 
asked to shift the focus of their efforts to the identification and analysis of 
strategic alternatives, using their expertise to estimate quickly the finan¬ 
cial implications of these alternatives. This new focus is the one that was 
intended from the beginning, of course, but it is difficult to achieve at the 
outset of formal planning. Failing to shift the focus is an even greater 
danger; the planning activity will become a “numbers game” and will 
never achieve its purpose. 

Considering that, prior to the initiation of a formal planning activity, 
the division manager may never have seen or prepared long-range finan¬ 
cial projections for his business, preparing them should be a useful 
activity in itself. Such projections help him to lengthen the time horizon of 
his thinking; he is being asked to make his intuitive economic model of the 
business more explicit to be able to forecast changes in the financial 
performance of the business. The result is that, the first time through a 
formal planning process, a division manager’s efforts tend to be finan¬ 
cially oriented and, in many respects, analogous to long-range budgeting. 
Corporate management, which is aware of the new pressures that 
formal planning poses for a division manager, should design the formal 
requirements of the system to mitigate these pressures. 

One important caveat for the chief executive of a large company: he 
should never allow himself to get so involved in the development of 
business plans that he is trying to do the planning job on behalf of the 
division managers. Such interference might inhibit the division from 
coming up with a realistic business plan to which it will commit itself. 


ROLE OF THE CORPORATE PLANNER 

A major issue in the design of the planning system is the role to be 
played by the corporate planner himself. It must be emphasized that 
strategic planning is a line-management function. A sure route to disaster 
is to have plans produced by staff planners and then issued to line 
managers. Strategic planning is essentially a people-interactive process, 
and the planner is one of the cast of characters involved. He needs to have 
a clear understanding of what his proper role is if the process is to 
function effectively. It is important to distinguish between the corporate 
planner’s function in large and small companies because their roles are 
quite different. 
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Small companies 

The planner’s role in a small company (or a product division of a large 
company) is effectively that of staff planning assistant to the president (or 
the general manager) of a business. He must coordinate the planning 
activities of the functional managers, but he is even more concerned with 
the problem that his general manager faces in selecting the best subset of 
alternative action programs. Only the general manager—and his staff 
planning assistant—have a businesswide perspective of the alternatives, 
and it is the assistant who must do the bulk of the analysis. Cast in this 
analytical role, the planner may become a very influential member of the 
general manager’s executive team. If he uses his power sensitively, his 
effectiveness with his peers running the functional departments need not 
be diminished. They can appreciate the need for a cross-functional 
analysis of program alternatives. The entire team is searching for the 
“right answer,” in the substantive sense of the right package of action 
programs. Managing the planning process is an almost incidental role for 
the general manager’s planning assistant in that he merely formalizes the 
analysis that leads to a coordinated set of action programs. 

Large companies 

The corporate planner’s organizational status in a large company can 
have significant symbolic value in conveying to division managers both 
the importance of formal strategic planning and the difference between it 
and conventional budgeting. The corporate planner’s role is best con¬ 
ceived of, initially, as that of a catalyst, trying to encourage all line mana¬ 
gers to adopt a strategic orientation. He is trying to help corporate 
management do a better job of resource allocation among the divisions, 
and one way to do that is to assist the division managers in strategic 
planning for their businesses. 

The planning system may be seen as setting the “rules of the game” for 
planning. Managing and implementing the system should be an explicitly 
stated management task and assigned to the corporate planner. Since 
systems maintenance and coordination is the primary function of his job 
as the planning effort matures, he should have a thorough understanding 
of the working of a planning system to be able to monitor its evolution and 
maintain consistency. 

LINKAGE OF PLANNING AND BUDGETING 

The chronological steps in a typical planning system represent an 
orderly and gradual process of commitment to certain strategic alterna¬ 
tives. Each step in the process is, theoretically at least, linked to the steps 
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that preceded it. In financial terms, this linkage may be quite explicit; a 
division’s profit forecast prepared in the first planning cycle may subse¬ 
quently become the profit commitment for next year’s operating budget. 
Although few companies expect to achieve this financial linkage in nar¬ 
rowing down the alternatives, all the parties involved in the process 
should understand the intended relationship between the cycles. How 
fast or slow this narrowing down should be is a situational design question, 
depending on the particular corporate setting. A tight linkage between 
planning and budgeting indicates that relatively more strategic commit- 
ments have been made at an earlier stage. A loose linkage, on the other 
hand, implies that the narrowing down process is slower and will occur 
mainly during the latter part of the process, in the budgeting stage. 
Exhibit 2 shows examples of rapid versus slow narrowing down profiles. 
Notice that a company which does little narrowing down at the early 
stages will face the task of considering a larger number of strategic issues 
during the budgeting stage. This implies that either the company must be 
equipped with an adequate organization to process an immense and 
peaky budgeting workload, or that some alternatives will be neglected or 
disregarded altogether, with the result that the quality of the company’s 
allocation decisions is likely to suffer. 

Small companies 

A company that has relatively little diversity in its operations may wish to 
undertake an early or rapid narrowing down, since the functional and 

Exhibit 2 Examples of Slow vs. Rapid Narrowing Down Profiles, Implying Loose vs. Tight 
Linkage Respectively between the Cycles of the Planning Process 


Three Cycles 






How to Design a Strategic Planning System 


149 


corporate executives involved will be thoroughly familiar with the few 
businesses in question. The basic strategy in most small companies is 
thoroughly understood by the top managers, and they can proceed di¬ 
rectly to the task of developing action programs to continue their im¬ 
plementation of that strategy. Quantitative financial linkage between the 
selected programs and the resulting budgets is feasible, and “tight” link¬ 
age of this type is common practice. 

Large companies 

Linkage will probably be looser and the narrowing down process slower in 
a large company when it initiates a formal strategic planning system. 
During the start-up phase relatively more emphasis should be put on 
allowing division managers to come up with “inventories” of creative ideas 
for their businesses and encouraging their strategic thinking, differentiat¬ 
ing that activity from long-range budgeting with its related requirement 
of divisional performance fulfillment. As the system matures, however, a 
gradual increase of narrowing down can occur without jeopardizing the 
creative aspect of planning. A natural result of this progress is that the 
linkage between the planning cycle and the budgeting cycle will become 
increasingly explicit. 

SUMMARY 

We have discussed six issues that must be addressed by corporate 
management as it seeks to design an effective process for formal strategic 
planning. The issues, and our attempt to delineate what is current good 
practice in large and small companies, are summarized in Exhibit 3. 

Our major finding is that there are significant differences between the 
planning procedures used in the two broad types of companies that we 
have examined. “Small” companies—those that are not very diversified 
and are functionally organized—rely heavily on corporate management 
for the real strategic thinking about the future of the business. In such 
companies, a formal process to help organize that thinking is frequently 
not necessary, given the handful of managers involved. Instead, “strategic 
planning” as a formal activity is focused on the development and review of 
innovative action programs to implement the strategy. The planning 
system reflects that focus: goal setting is top-down, linkage to the budget is 
tight, and the staff planning officer plays a major role as cross-functional 
program analyst and environmental scanner. These comments also apply 
to strategic planning within product divisions of diversified corporations. 

Corporate planning in “large” companies—those that are operating in 
several industrial sectors and are organized into product divisions—is 



150 


Situational Design 


Systems 

Design 

Issues 

Situational Settings 

"Small" 

Companies 

"Large" Companies 

New Planning 
Systems 

Mature Planning 
System 

1. Communication 
of Corporate 

Goals 

Not Explicit 

Not Explicit 

Explicit 

2. Goal-Setting 

Process 

Top-Down 

Bottom-Up 

"Negotiated" 

3. Corporate 
Environmental 
Scanning 

Strategic 

Statistical 

Statistical 

4. Subordinate 
Managers' 

Focus 

Financial 

Financial 

Strategic 

5. Role of the 
Corporate 

Planner 

Analyst 

Catalyst 

Coordinator 

6. Linkage of 

Planning and 
Budgeting 

Tight 

* Loose 

Tight 


Exhibit 3 Design Issues for Strategic Planning Systems 

quite different. Initiating a formal strategic planning process in such 
companies is a major task in itself. The first year or two of such an effort 
must be viewed as an investment in developing a strategic planning 
competence among division managers; the explicit payoffs, in the form of 
better strategic decisions at the corporate level, will not be realized until 
the system matures. To be effective, the planning system must evolve 
rapidly along several dimensions if it is to survive as anything more than 
an exercise in pushing numbers into the blank spaces on neatly designed 
forms. A mature system, however, can be invaluable, helping both corpo¬ 
rate and divisional executives to make better, and better coordinated, 
strategic decisions. 

Concluding Note 

In conclusion, we wish to reiterate three important general considerations 
about the design of strategic planning systems. First, the choice of systems 
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design depends on the nature of the company at hand; thus, careful 
analysis of a company’s specific situation is a necessary preliminary step 
before choosing among the design alternatives described above. Issues to 
be considered might include assessment of past and present strategy, 
organizational structure, style(s) of the key-line managers, and the need 
to integrate the planning activity with the existing management systems in 
the company. 

Second, the design issues discussed in this article and listed in Exhibit 3 
should be seen as tools at management’s disposal, and the importance of 
the choices must be recognized by the president. If he overlooks any of the 
issues, he may jeopardize the functioning of the entire system. 

Third, any company should be viewed as a dynamically evolving entity 
whose situational setting is subject to change. The result is that the design 
of the planning system must constantly evolve if it is to continue to be 
effective. Thus, implementation of a planning process is a continuous task 
requiring vigilance and insight on the part of management. 


2 

ROLE OF THE CORPORATE 
PLANNING EXECUTIVE* 


Robert W. Ackerman 


The literature on long-range planning, and the seminars and work¬ 
shops devoted to this topic, tend to be directed toward the design and 
installation of systems of various sorts to execute planning. Among the 
more specific issues considered, for instance, are the linkages between 
long-range plans and budgets, the use of models in planning, environ¬ 
mental scanning, technological forecasting and so forth. This emphasis 
on the substance and technique of planning is, of course, necessary and 
desirable. It is also understandable. The system, after all, is the part of 
planning that is most visible and tangible; there are timetables, proce¬ 
dures, and the contents of the plans themselves to consider. Moreover, 
there are experts in the field who consider systems to be portable—with 


*Copyright © 1972 by the President and Fellows of Harvard College. 
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appropriate tailoring, one system can be introduced in many situa¬ 
tions—and hence generalizable. 

Designing and installing the planning system, however, is only one part 
of the planning task. Of critical importance is the relationship of planning 
to the process through which strategy in the corporation is formulated 
and resources are allocated toward its attainment. In most instances when 
there is a planning system, there is also a planning executive responsible 
in a broad sense for managing the planning process. To secure influence for 
the output of his planning system, the planner must relate his function 
effectively to the organization that forms the context in which strategic 
decisions are made. He must be a manager able to negotiate the halls of 
power in the corporation as well as a professional in the field of planning. 
He needs to develop an explicit strategy for himself and his office that can 
be consciously implemented. 

The purpose of this paper is to lay out some of the major alternative 
roles available to the corporate planner and, because his situation may 
vary from company to company, to examine some of the contingent 
factors that may influence the choice of roles. 

PROBLEMS FOR THE CORPORATE PLANNING 
EXECUTIVE 

The corporate planning job, particularly in a large corporation, is not 
an easy one. In the first place, the planner has a number of complex and 
often difficult relationships to manage. He must have the respect and 
trust of the chief executive. If there is one basic truth in the lore of 
planning, it is that the exercise is futile unless it has the continuing, visible 
support of the CEO. Without his dedication to the proposition that 
planning is useful and, more importantly, without his willingness to make 
commitments to his line managers on the basis of their planning activities, 
the function loses its effectiveness. On an interpersonal level, the per¬ 
ceived relationship between the CEO and the planning executive will, of 
course, have a major bearing on how the latter is viewed by the rest of the 
organization. 

The planning executive must also manage his relationship with line 
managers. It is naive for him to think that they will happily grasp the 
benefits of corporate planning. Their concerns are broad and sensitive, 
having to do with the course of their careers as well as the chart they have 
plotted for their division or department. They are continually monitoring 
the opportunities for securing resources and are sensitive to the nuances 
of performance evaluation. The planner and his system represent ele¬ 
ments at least partially beyond the line manager’s control and to that 
extent constitute a disruption and possibly a threat to previously existing 
decision processes. 
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Finally, the planning executive must relate to other staff functions, 
especially those responsible for financial controls. Unless he is to build a 
sizeable analytical and clerical staff, the planner may have to depend on 
the controller’s office for assistance. Without it, his efforts may be either 
hopelessly mired in detail or so far removed from the detail that his advice 
is not grounded in fact. There is, of course, a tension between planning 
and budgeting; to give precedence to one tends to lessen the influence of 
the other. It is not unusual that the planner and the controller find 
themselves in competition for the attention of both the CEO and line 
managers. Given the importance frequently accorded the budget in the 
evaluation of executive performance and the greater bulk of the 
controller’s task and organization, it is not surprising that the planning 
executive finds the odds untenable in the event of battle. 

In the context of these relationships, none of them easy to manage, the 
corporate planner has a difficult task. He is generally expected to secure 
information from managers down the line regarding the nature of their 
activities and future plans. This information is to be forthright and 
truthful. More importantly, it is to be useful in guiding the future ac¬ 
tivities of the corporation. He is also expected to help the corporation 
develop objectives and goals and strategies for attaining them. One plan¬ 
ner commented, “My job is to be the manager in charge of tomorrow.” For 
him to be successful in measuring up to that responsibility, he will have to 
secure influence in the process through which strategic decisions are 
made. Unhappily for him, his office is rarely endowed with the power of 
position. His portfolio at the outset is thin and his mandate often superfi¬ 
cial. In a head-to-head confrontation with line management, he will 
normally lose. With good reason, a strong CEO will most likely sacrifice 
his staff advisors rather than disrupt reporting relationships with those 
responsible for operations. 


HOW SITUATIONAL IS THE PLANNER’S ROLE? 

Let me be clear about the nature of the conclusions that can be ex¬ 
pected from this discussion piece. It is doubtful that there is an appro¬ 
priate universal role for the corporate planner. In fact, there may be 
several broad role types to be described later that, consistently adhered to, 
constitute useful models. My suspicion, however, is that a careful diag¬ 
nosis of the context in which the planner is to operate and the individuals 
involved will point toward one of them as preferable to the others in his 
situation. How then is the planner’s role bounded? 

The Planning System. The most obvious, although perhaps the least 
useful, way of describing the planner’s role is in terms of the tasks 
demanded of him by the system he manages. Executing the procedures 
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required by the system defines the need for certain communications, 
relationships, and activities, which cannot be ignored. 

To those who take a professional’s view of planning, these aspects of 
the job are of commanding importance. This view hinges on the assump- 
tion, however, that a well-designed system, professionally administered, 
will result in effective planning. Such, unfortunately, is not always the 
case. The system itself cannot dictate either the contents of the plans or 
the level of organizational commitment to using them as a basis for setting 
corporate strategy. Securing relevance for planning in the decision¬ 
making process may relate more to the planner’s interpersonal compe¬ 
tence than to his skills as a planner. 

On the other hand, the corporate planner should be aware of the 
implications of the system for his job, especially when he is given the 
responsibility for initiating planning. In the start-up situation he fre¬ 
quently has the choice between installing a prepackaged system, such as 
that offered by the Stanford Research Institute, or developing one of his 
own. Ironically, interpersonal skills may be considerably more demand¬ 
ing in the former situation than in the latter. With the basic design 
questions decided beforehand (and without wide participation), the pre¬ 
packaged system can be activated more rapidly. Relationships, which 
might otherwise evolve over time, must be managed under the strained 
conditions of a new but fully elaborated system. 

Th e Industry. A second source of contingent propositions is the plan¬ 
ning requirements imposed on the corporation by the nature of the 
industry(ies) in which it operates. Putting aside for the moment the case of 
a corporation represented in widely diverse fields, is the planner’s role 
bounded by the competitive environment of the firm? Should the corpo¬ 
rate planning executive in a high technology business, all other factors 
being equal, define a role for his office significantly different from his 
counterpart in a one-bank holding company? It is conceivable that the 
same individual, because of background and level of technical under¬ 
standing, may be able to perform nicely in one situation but not the other. 
However, that is not necessarily the same as maintaining that industry 
characteristics serve as a constraint on the choices of role available to the 
planning executive. 

While comparative research has not, as yet, been undertaken to help 
answer these questions, one study on the role of the planner in the 
commercial banking industry has been completed. 1 The findings are 
revealing because commercial banking involves operating functions and 
environmental factors that are considerably different from those in man¬ 
ufacturing firms where planning has been more widely established. The 

'Patricia Rapopoit and Robert Schultz, The Role of the Planner in Commercial Banks (Boston: Harvard 
Business School, 1972). 
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dimensions of the planner’s task, as line and staff executives in five major 
banks described it, appear remarkably similar to those traditionally as¬ 
sociated with industrial enterprises. 

The Company . There are two characteristics of the firm that may have 
an important bearing on the role of the corporate planner. The first, 
relating to organization structure, has been suggested by Lorange and 
Vancil. 2 He notes that the corporate planning task is sharply different in 
corporations organized by product divisions vs. those organized by func¬ 
tion. Whereas in the latter case the corporate planning executive can have 
a vital hand in coordinating the integration of interrelated functions and 
the articulation of a business plan, in the former these jobs are performed 
by managers in the divisions. Consequently, in the divisionalized firm, the 
corporate planner is more likely to be left with the job of overseeing the 
system, evaluating plans, and worrying about the allocation of resources 
among businesses and between internal uses and acquisitions. Vancil 3 
suggests that a more passive, neutral posture in this situation is desirable 
to retain the support of division managers and to insure that the planner 
does not interfere with the vital relationships between the chief executive 
and line management. 

There have been a number of extensive descriptive studies in the past 
decade, starting with Chandler, 4 on differences between divisionalized 
and functionally organized enterprises, which support the Vancil posi- 

2 Reading 2, Part 1. 

3 Reading 1, Part 2. 

4 Alfred D. Chandler, Strategy and Structure (Cambridge: M.I.T. Press, 1963). 
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tion. In describing the allocation of duties between corporate and operat¬ 
ing levels, these studies also point to a changed, and generally diminished, 
role for the corporate staff as the divisioniized structure came to domi¬ 
nate the population of large corporations in the United States and more 
recendy in Europe. 

Despite the clarity and intuitive appeal of this distinction, does it 
necessarily hold true? There are a number of situations involving di¬ 
visionalized firms in which the corporate planning executive might con- 
sider a neutral role inappropriate. In general, this may occur whenever 
the flow of resources is to be diverted from normal channels. For instance, 
in times of financial crisis (or a national crisis for that matter) corporate 
executives frequently seek to reassert their authority over the affairs of 
operating units. If divisions are to be liquidated or divested, the chief 
executive may find it foolhardy to expect those involved to adopt cor¬ 
poratewide views. Similarly, planning for entry into a major new field and 
implementing that decision by accumulating the necessary resources 
from existing businesses may also be a task that cannot be delegated to 
second-tier line managers. In short, stated rather grandly, a neutral role 
for the corporate planner may rest on the assumption that the firm is 
functioning satisfactorily relative to its potential and that the chief execu¬ 
tive does not see the need for intervention in the initiation of business 
plans and resource allocation proposals. 

Individuals. A final source of particularity in defining a strategy for 
the corporate planner is the personal characteristics of those most critical 
to the planning process and the nature of their interpersonal relation¬ 
ships. To some degree, perhaps to a very large degree, the corporate 
planner must look beyond the planning system and the organization 
structure to the human dimensions of his task. 

Frequently, the planner’s principal client is the chief executive and it 
may be worthwhile to consider him first. The diagnosis includes at least 
two types of inquiry. The first relates to the personal needs of the chief 
executive and the pressures placed on his job. The new president 
brought into a crisis situation clearly has different concerns than his 
long-tenured counterpart in a successful company. The former may view 
planning as a mechanism for sorting out what is to be kept from what is to 
be liquidated, while the latter may hold planning to be one means of 
developing managers and insuring against unforeseen long-term conse¬ 
quences of environmental change. Their time horizons, mandates for 
change, and power in the organization may be radically different. 
Moreover, the nature of the relationships^^ must manage may vary, and 
this should be of great importance to their advisors. Most presidents have 
personal needs and goals that help to define what they expect from the 
planning function. 
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The second inquiry relates to the chief executive’s management style 
and in particular the means he adopts to solve problems. For example, 
what is his tolerance for detail and how deeply does he tend to intervene in 
the decision-making process? Some chief executives place great reliance 
on delegated responsibilities and indirect methods of guiding decisions 
through performance appraisal and rewards; others are willing to share 
responsibility in exchange for the chance to influence the outcome di¬ 
rectly. The emphasis has a great deal to do with how much the chief 
executive needs or wants to know about operating matters and where he 
looks for guidance. 

The needs and ambitions of other managers involved in planning 
constitute a second source of differences among preferred roles for the 
corporate planner provoked by human concerns. The power and at¬ 
titudes of, for instance, the controller, the manager of the most profitable 
division, the executive who was passed over for the presidency, the execu¬ 
tives who are vying for the top spot next, are all relevant concerns. The 
corporate planner must be aware of likely allies and likely enemies and the 
intensity and significance of their feelings. He is, after all, dealing with a 
process that affects the careers of the managers involved; it is natural that 
they calibrate its usefulness in personal terms. 

Finally, the planning executive should take into account his own objec¬ 
tives and capabilities. The options available to the planner are, of course, 
constrained to some extent by the place his position has had in the career 
paths of his predecessors if there have been any. Nevertheless, the 
strategy he adopts will certainly have a bearing on his future oppor¬ 
tunities in the firm. 

THE ROLE OF THE CORPORATE PLANNER 

The central point of view in this discussion is that the corporate plan¬ 
ner, despite the constraints and difficulties associated with his task, has a 
measure of freedom in the role he chooses to play in the organization. 
That is not to say that one alternative is as good as another or that a role, 
once chosen, can be easily altered. Such is seldom the case. In fact, a 
careful diagnosis should suggest a preferred role from which to fashion a 
personal and departmental strategy. In broad terms, I believe there are 
three: a planning broker, a presidential advisor, and a strategic evaluator. 
While there may be some overlap, the roles are, by and large, distinct. 

Planning Broker. In this role, the corporate planner struggles to main¬ 
tain neutrality and impartiality in his relationships with other managers. 
He manages the long-run planning system, insures that the plans are 
comprehensive, and promotes the ideas and techniques of planning. 
However, he avoids taking positions whenever possible on the strategic 
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issues confronting the corporation or its components. In a sense, he acts as 
a weather bureau by reflecting the chief executive’s concerns to managers 
down the line and as a broker by giving advance exposure for their plans 
in corporate circles. He tends to view his career as a planner in profes¬ 
sional terms and avoids getting caught in the crossfire between line 
managers on the same or different levels in the organization. He limits his 
exposure to criticism, keeping, as the current saying goes, a “low profile.” 

Presidential Advisor. Alternatively, the corporate planner may see the 
president as his client and the president’s needs as his concerns. Rather 
t an attempting to maintain neutrality, the planner may take and make 
use of the president’s ear” to further his client’s purposes. He ties his 
?™ and lnfluence to the strength and resolve of the chief executive. 
While this position may seem extreme and dangerous for the planner, it is 
not necessarily so. It depends heavily on the relationships between the 
chief executive and his line managers. If the chief executive is a respected 
leader, the planner benefits from his close association. Moreover, the 
organization understands his point of view, knows how to approach him 
and may in fact deal with him as the chief executive’s stand-in. 


Strategic Evaluator. Finally, the planner may attempt to define a role 
that permits him to have his own position on strategic issues. In this case, 
he seeks independence rather than neutrality or subjugation to the chief 
executive. His client is the corporation and his efforts are directed toward 
efimng strategy that will be to its long-run advantage. In fulfilling this 
role, the planner must have freedom to evaluate plans and the influence 
to have his assessments taken seriously. To assess, however, is to judge the 
competence of the managers submitting plans and to influence is to exert 
some control over the allocation of resources. In effect, the corporate 
planner adopts a position akin to that of a line manager. While clearlv the 
most active role, it is also the most exposed. The stakes are higher and the 
planner must decide whether the opportunities justify the risks 

A serious consideration of alternative roles forces the planning execu- 
tive to diagnose his position in the organization. He should think very 
carefully through such questions as: ^ 


(1) “Who is my client?” 

(2) “What distance should I maintain in my relationships with various 


( 3 ) 


“What degree of independence do I want or need for 
the substantive issues confronting the enterprise?” 


my views on 


With an identification of his role or the role he would like to have the 
p anmng executive can then begin to develop a strategy that will serve as a 
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guide for future action. If planning is useful in managing the corpora¬ 
tion, the planner has the responsibility for insuring that his office is 
managed in a fashion that insures that the benefit is obtained. 


3 

BALANCE ‘CREATIVITY’ AND 
‘PRACTICALITY’ 

IN FORMAL PLANNING* 

Study of six companies shows how different 
combinations of system-design features can be 
used to achieve workable equilibrium 

John K. Shank, Edward G. Niblock, and 
William T. Sandalls, Jr. 

Every company engaged in long-range planning would like its efforts 
to attain two fundamental but often conflicting goals. On the one hand, 
management wants the planning function to reflect pragmatic judgments 
based on what is possible. On the other hand, it wants planning to reflect 
forward-looking, assertive, and creative thinking. 

The primary way of enhancing “realism” is to give the planning func¬ 
tion a clear action orientation. Generally, this is done by relating long- 
range planning closely with short-term budgetary control. And this is 
where the difficulty lies. While close linkage between planning and 
budgeting puts the stress on the desired action, it also promotes a focus 
that can be disastrous to mind-stretching “reach.” 

We are making the assumption, of course, that for the formal planning 
system to operate effectively it must achieve a balanced compromise be¬ 
tween realism and reach. In this article, we shall argue that these dual 
objectives need not be mutually exclusive. In fact, our purpose is to 
illustrate that the long-range planning system can be structured to achieve 

* (Reprinted from Harvard Business Review, January-February 1973). 
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both an action orientation and a focus on mind stretching. Our discussion 
will proceed in two steps. 

In the first stage, it is important for long-range planners to begin 
thinking about the realism-reach trade-off as a problem they can do 
something about. That “something” involves varying those aspects of the 
long-range planning system which relate to its interface with the short- 
range budgeting process. In this regard, we shall summarize the general 
features of the planning system which relate to plan-budget linkage, 
illustrating both the “tight” and “loose” form of each “linkage device.” 

Then, in the second step, we shall illustrate some of the most interest- 
ing devices actually being used. These reflect the experiences of six 
companies which we selected because they 

(1) are successful in terms of compound earnings growth and 

(2) have long-range planning systems with both action-oriented and 
mind-stretching characteristics. 

In short, we believe that management can control the focus a planning 
system will exhibit with respect to the realism versus reach problem. It 
may not always be possible to achieve a totally satisfactory trade-off, but 
we shall describe the mechanisms being used by a sample of successful 
companies to achieve what for each of them is a satisfactory compromise. 

PLAN-BUDGET DESIGN 

On close examination, it quickly becomes apparent that the different 
aspects of plans and budgets can be linked in three distinct ways: 

1. Content linkage relates to the correspondence between the data presented 
in the plan document and that presented in the budget. 

2. Organizational linkage focuses on the relationship between the units re¬ 
sponsible for planning and budgeting. 

3. Timing linkage concerns the sequencing of the annual planning and 
budgeting cycles. 

Within each of these categories, there are several specific features of the 
planning system that can be manipulated to influence the extent of 
plan-budget linkage. Let us take a closer look at each of these linkage 
devices. 

Financial features 

One important feature of content linkage is the amount of detail in the 
financial statements included in the plan document. The tightest linkage 
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would be to include statements with the same level of detail as in the 
monthly reporting package which compares budgeted with actual results. 
The loosest linkage would be not to include financial statements at all. 

Another design feature related to the financial content is the level of 
rounding in the plan document. Although it may not seem particularly 
significant at first blush, there is evidence that rounding to a much higher 
level in the plan than in the budget (e.g., millions of dollars in the plan 
versus thousands in the budget) can foster a kind of mental distinction 
between plan and budget numbers which reduces the tendency to view 
the plan as solely a long-range budget. This can in turn facilitate a much 
more creative planning effort by making it clear that the managers do 
not have to commit themselves (in a budgetary sense) to delivering the 
planned financial results. 

Still another important content feature is the conformity between plan 
and budget numbers for those years which are common to both docu¬ 
ments. If the numbers differ, planning may face a credibility gap. Many 
companies, however, feel that allowing such differences is critical to 
maintaining the aggressive forward thrust of the planning effort. 

For example, one conglomerate includes in the first year of its five-year 
plan the earnings from acquisitions that are projected to be closed during 
the next twelve months but which are not yet finalized. The company does 
not include these earnings in the budgeted results for the next year which 
line managers are asked to commit themselves to deliver. 

Several other companies show differences between planned and 
budgeted profit for the next year because the two documents are pre¬ 
pared at different times. The one prepared later in the year would reflect 
the latest thinking and this might differ from projections made earlier in 
the year. 

Situations like these may or may not be desirable, but they certainly 
reflect loose content linkage. If numerical differences are permitted, one 
way of moving back toward tightness is to require that some kind of 
formal reconciliation of them be included in the plan. Many companies 
which permit differences require such reconciliation. 

Related to plan-budget conformity for years common to both docu¬ 
ments is the issue of the uniformity of the numbers for any given year as 
they appear in succeeding annual plan documents. If the planned figures 
for any one future period change significantly each time a plan is put 
together, the perceived realism of the planning effort can suffer. 

Our evidence suggests, however, that rarely do companies require the 
numbers for a given year to be “cast in concrete” the very first time that 
year appears in a plan document. This degree of linkage is probably 
unrealistically tight. 

As we shall illustrate later, a few companies do require formal explana¬ 
tions in the plan for any changes in the projections related to a given 
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future year. This clearly reflects a tighter linkage form of this planning- 
system variable than would otherwise be reflected by complete freedom to 
change future years projections at each iteration of the planning cycle. At 
least a few companies feel that some tightness at this point is desirable. 

A final important design feature is the structure of the content of the 
plan. In most companies, the budget is structured in terms of the organi¬ 
zational units which will be responsible for carrying it out. Such an 
approach is a fundamental part of what is often referred to as “responsi¬ 
bility accounting.” 

Given this situation, it is possible to restructure the plan to focus on 
programs rather than on the organizational units. The total expenditures 
for a given year are the same in either case, but there is nevertheless a 
distinctly looser impact on the way in which the plan document is inter¬ 
preted. 

Organizational relationships 

The major design feature in this category is the relationship between the 
organizational units responsible for the budgetary-control processes. The 
loosest form is to lodge planning and long-range planning and those 
responsible for the budgeting in separate organizational channels report¬ 
ing to different top-level executives. The tightest form is to have the two 
functions combined in one department. 

Even in those situations in which planning and budgeting are sepa¬ 
rated m terms of formal organizational relationships, there is wide 
latitude m the extent to which the controller is formally involved in the 
long-range planning effort. Naturally, the loosest linkage situation is to 
have scant involvement on the part of the controller. However, because of 
his expertise in analyzing and communicating financially oriented data, it 
is probably neither possible nor desirable to exclude him completely from 
the formal planning effort. 

Between this extreme of separate planning and budgeting channels 
a nd the complete integration of these functions lies a very broad middle 
ground which can be probed to achieve an appropriate level of involve¬ 
ment for any given company. Among the relevant questions to ask in this 
regard are the following: 

1. Does the controller provide staff support for the preparation of the 
financial data in the plan document? 

2. Does the controller review the plan document before it is finalized? 

3. Does the controller have any direct or indirect responsibility for approv¬ 
ing the plan? 

4. Does the controller have any direct or indirect responsibility for monitor¬ 
ing planned financial results against actual results? 
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The more questions of this kind that can be answered the tighter the 
plan-budget linkage, even though the functions may officially be sepa¬ 
rate. 


Timing considerations 

The most important design feature here is concerned with the sequencing 
of the annual planning and budgeting cycles. If the two cycles are carried 
out sequentially, which one is done first? How much time elapses between 
the completion of the first cycle and the beginning of the one which 
follows it? If the two cycles are undertaken concurrently, what is the 
relationship between initiation dates, completion dates, and approval 
dates? 

The loosest timing linkage is to have the planning cycle done before the 
budgeting cycle and to have several months elapse between the two. One 
major food products manufacturer, for example, completes the annual 
planning cycle in February and does not begin the budgeting phase until 
November. Situations like this are least inhibiting to the achievement of 
“reach” in the planning effort. 

The tightest form of the design feature related to sequencing would be 
to complete the budgeting cycle first and to have the planning cycle follow 
it with minimal elapsed time in between. Since the budgeting cycle almost 
always concludes in the last quarter of the fiscal year, it is rare to find a 
company in which the planning cycle comes last. There are, however, 
many companies that undertake the two cycles concurrently. 

In general, the more the budget process precedes the plan 
preparation—in terms of initiation, completion, and approval dates the 
tighter the linkage, since the budgeting focus will tend to dominate the 
joint planning-budgeting effort. 

One final timing-related design feature is the time horizon for the 
long-range planning effort. Usually, the shorter this span, the closer the 
relationship between the budget and the planning process and thus 
the tighter the plan-budget linkage. Conversely, the longer the time 
frame, the easier it becomes to clearly distinguish the process from bud¬ 
geting and thus the looser the plan-budget linkage. 

Nowhere in the whole range of system-design features is the trade-off 
between realism and reach more clearly defined than in the choice of a 
planning horizon. The longer the time frame, the wider the range of 
factors which can be varied and thus the broader the range of strategies 
which can be considered in moving the company toward its long-range 
objectives. 

At the same time, a longer time span increases the uncertainty regard¬ 
ing environmental assumptions, corporate strengths, and the financial 
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parameters which shape the strategy formulation and evaluation process. 
At some point, uncertainty overcomes the gain in flexibility. 

What constitutes an appropriate time horizon certainly varies from 
industry to industry. It is probably easier, for example, for most public 
utilities to do fifteen-year planning than it is for defense-aerospace com¬ 
panies to do five-year planning. Within the reasonable range for any 
given industry, however, the longer the time considerations, the looser 
the plan-budget linkage. Furthermore, in our opinion, a planning hori¬ 
zon of three or four years reflects a heavy emphasis on realism at the 
expense of reach, regardless of the industry. 

LINKAGE EXAMPLES 

In the preceding section of this article, we concentrated on a general 
framework for considering the plan-budget problem. Now, we shall turn 
our attention to some of the interesting devices actually being used by the 
six manufacturing companies that we selected as a small but representa¬ 
tive sample of those which have 

(1) participated in formal planning studies, 

(2) earned the reputation for having both action-oriented and creative 
planning systems, and 

(3) been highly successful in terms of compound EPS growth. 

Since we believe it unlikely that their records of sustained performance 
could have been achieved without the help of good planning, it should be 
revealing to examine in some detail how these companies cope with the 
linkage problem. 

The six companies we observed were Cincinnati Milacron, General 
Mills, Quaker Oats, Raytheon, Toro, and Warnaco. In them, we encoun¬ 
tered such a large number of different linkage devices that we concluded 
the variety of specific links is limited only by the imagination of the 
personnel. We shall use the same categories as in the preceding section in 
reviewing the most interesting linkage practices in these sample com¬ 
panies. 

But, first, a note of caution. It is not our intent to propose the right 
answer to the linkage problem, but only to identify some of the more 
important factors to be considered in determining a right answer for a 
given company at a specific point in time. 

Content-related approaches 

One of the most innovative attempts to use structure as a mechanism to 
overcome the creativity-practicality problem is the distinct separation 
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between group and division planning at Warnaco. Each division manager 
prepares a three-year plan, while each group vice president plans five 
years out. 

Warnaco’s objective here is to encourage the group vice presidents to 
think in more general and longer range terms. They then carry this 
framework with them to meetings with their division managers. This 
encourages them to do more creative planning. 

It is important to note that the formats of these two plans are much 
different, with the divisional plans being done in much greater detail than 
the group plans. This serves to focus the group manager’s attention on 
the strategy of the group itself rather than on the specific details of the 
divisions’ operating programs. 

A mechanism we mentioned earlier to overcome the problem of loose 
linkage is the comparison of a plan with its predecessor from a year 
earlier. Consider, for example, this situation taken from the planning 
records of a large paper manufacturer. Here are this company’s profit 
projections for 1971 as shown in 


Five-year plan done in 1966 .$60 million 

Five-year plan done in 1967 .$50 million 

Five-year plan done in 1969 .$36 million 

1971 budget prepared in 1970 .$16 million 


At the very least, a plan-to-plan comparison would have called the 
company’s attention to the increasing lack of realism the further the 
projections extended into the future. The threat of having to formally 
justify this ever-receding bonanza might have served as a sobering influ¬ 
ence to the planners. 

It is also possible to use plan-to-plan comparisons to overcome the 
problems of overly conservative forecasting. Thus, if the paper com¬ 
pany’s profit projections had demonstrated an ascending pattern, the 
happy surprise of realizing more profits than expected might also have 
been accompanied by the undesirable development of capacity shortages 
and missed market opportunities. In such a case, a plan-to-plan compari¬ 
son could serve as an impetus for more expansive projections. 

Of the six companies we visited, only General Mills requires the report¬ 
ing and justification of significant changes from the preceding year’s 
plan. At General Mills, management feels that this checking device is 
sufficiently useful in preventing blue-sky fantasizing to justify its risk in 
terms of discouraging open-ended mind stretching. 

A third-content-related mechanism worth noting is the relationship 
between the plan and budget formats. As we noted earlier, if the two 
documents differ in form and style, it is more difficult to directly trans¬ 
pose the plan to the budget. Both Toro and Raytheon approach a pro- 
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gram format for planning and a functional format for budgeting, but 
they also retain the program and project breakout in the budget as well as 
the functional allocation. In the other companies we sampled, this split is 
less distinct since the divisions are largely organized by program area or 
product line. We view this loosening device as a very significant one that 
has potential applicability in many companies. 

Finally, all six of the sample companies vary the level of detail between 
the plan and the budget. It is interesting to note, however, that the 
absolute level of detail in the plan also varies significantly among the six 
companies. Cincinnati Milacron shows only very highly aggregated sum¬ 
mary data, whereas Raytheon’s plans approach the same level of detail as 
its budgets. The other four companies fall in between these extreme 
approaches. 

Organizational coordination 


At the corporate level, it is important to understand who is coordinating 
the planning and who is coordinating the budgeting. The basic question 
here is whether the company wants to split the two processes. The split¬ 
ting of this coordination function has the effect of loosening the linkage 
between planning and budgeting. Both Toro and Cincinnati Milacron 
provide excellent examples of this. 

At Toro, planning is coordinated by the Corporate Planner and 
budgeting by the Controller. No formal attempt is made to ensure that 
these two functions proceed in a similar fashion. Cincinnati Milacron 
handles this in much the same way that Toro does. 

At General Mills, the end result is the same but the mechanisms are 
much more complex, with coordination being handled by groups instead 
of individuals. 

Different handling at the division level can also affect the linking 
process. The basic split here is between strategy formulation and the 
quantified explication of that strategy. While in almost all instances both 
are coordinated by the division manager, the degree of delegation of the 
quantification phase can vary significantly. 

It is noteworthy that there is very little divergence in the way quantifi- 
cation of plan results is handled by the six companies. All of them largely 
delegate this phase to the divisional controller. This has a loosening effect 
by focusing the division manager’s attention on policy rather than on 
detailed profit and loss information. 

Although it is not a “device” in the usual sense, a company’s informal 
communication process can function in a way that tightens the linkage 
between planning and budgeting. A great deal of informal information 
transfer across the corporate/ divisional interface increases top- 
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management’s cognizance of what is in the plan and how it relates to the 
budget. The presence of informal channels of communication may make 
top management appear to have an omniscient awareness of these issues 
even if this is actually not the case. 

At Cincinnati Milacron, where the planning and budgeting systems are 
very closely linked, one division manager stated that he really felt strongly 
committed to delivering the performance projected in his five-year plan. 
At Quaker Oats and Toro, where there are loose linkage systems, two 
division managers reported similar feelings of commitment. It is difficult 
for us to assess what precise influence the informal communication proc¬ 
esses in the foregoing companies had in forging the personal commit¬ 
ments of these three division managers to delivering the planned results. 
However, the counter-intuitive coincidence of loose systems and strong 
commitments at least offers circumstantial evidence that this influence 
does exist and should not be overlooked. 

Time horizons 

A separation in time between the end of the planning cycle and the 
beginning of the budgeting cycle, as we noted earlier, has the effect of 
loosening the linkage between the two processes. When the time to worry 
about next year’s performance commitment is still several months away, it 
is easier to be expansive about the future. In addition, since forecast 
conditions are always changing, the more time that elapses subsequent to 
submission of the plan, the easier it is to justify a revision in the budget. 

Of the six sample companies, only Raytheon pursues its planning and 
budgeting cycles concurrently. Cincinnati Milacron has a six-month sep¬ 
aration between the end of planning and the beginning of budgeting. 
General Mills, Quaker Oats, Toro, and Warnaco all have at least a two-to 
three-month separation. 

In general, as the number of years in the budget is extended, or the 
number of years in the plan contracted, the similarity between the plan 
and the budget increases. Different time horizons for the two processes 
tend to emphasize the different purposes of each. Five of the six com¬ 
panies we sampled have either a four- or five-year planning range and a 
one- or two-year budget span. The exception is Warnaco, which we noted 
previously. 

APPROPRIATE EQUILIBRIUM 

Individual linkage devices impact on the planning system by facilitat¬ 
ing an overall planning effort which is either more creative or action 
oriented. As is evident from the preceding discussion, some devices serve 
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to promote a stronger action orientation in planning while others encour¬ 
age more creativity. 

Since a single planning system will utilize several devices which may 
have opposing effects on the plan-budget balance, an “algebraic” sum of 
the devices is needed to determine where the planning system is located 
on the linkage continuum. This plays a pivotal role in achieving an 
appropriate equilibrium between divergent requirements for both crea- 
tive and action-oriented planning. 

Whether or not a particular planning balance is appropriate for a given 
company hinges on the corporate setting. Thus, if the underlying essence 
of planning is to improve a company’s ability to cope with changes, it 
follows that, as the changes are realized, the need for specific forms of 
planning will also change. In other words, a dynamic corporate setting 
may call for heavy emphasis on creativity at one point in time and heavy 
emphasis on practicality at another. The implication is that, as a 
company’s needs change, devices must be added or subtracted in order to 
adjust the balance between these planning objectives. 

The concept of a dynamic corporate setting seems particularly relevant 
to the four of the six sample companies which are now diversifying 

extensively beyond the boundaries of their traditional industries. Con- 
sider: 


!. The Toro Company is changing from a manufacturer of lawn mowers and 
snow blowers to a broad-based participant in the environmental beautifi- 
cation market. 

2. General Mills’s Fashion Division, which was established only three years 
ago, already contributes significantly to the company’s sales and earnings 
and competes in markets dramatically different from those served by 
Cheenos and other ready-to-eat cereals. 

3. Quaker Oats, in its most recent fiscal year, derived 25% of its sales from 
nongrocery product sources, including 12% from Fisher-Price Toys The 
company has since further diversified in nongrocery areas through ac¬ 
quisition of Louis Marx & Co. Toys and the Needlecraft Corporation of 
America. 

4. Cincinnati Milacron, the largest manufacturer of machine tools in the 

world, is seeking points of entry into the minicomputer and semiconduc- 
tor markets. 

A dynamic corporate setting, however, is not necessarily dependent on 
the diversification activity of a company. For example: 

1. Cincinnati Milacron, with 80% of its sales in the machine tool industry, 

^!f n , dS Wlth market °y cles which brought machine tool sales volume in 
1970 down 50% to 60% below the peak reached two years earlier. 
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2. The Raytheon Equipment Division, a defense contractor, faces rapid 
turnover in electronics technology—a contract bidding process that some¬ 
times makes a ticket in the Irish Sweepstakes look like a sure bet—and 
concomitant uncertainties and headaches in dealing with mercurial gov¬ 
ernment customers. 

3. Warnaco, competing with 30,000 other companies in the apparel indus¬ 
try, finds that although total sales volume is relatively stable, individual 
markets are highly volatile as fashions come and go in quick succession. 

Whether the result of extensive diversification programs or corporate 
response to the challenges of traditional markets, all six companies are in 
a state of perpetual change. 

Given this state of flux, it is significant to note that the planning systems 
in five of the companies have recently been changed, are in the process of 
being changed, or will be changed in the near future (the exception is 
Raytheon Equipment). To illustrate: 

1. At Toro, David M. Lilly, Chairman and Chief Executive Officer, recendy 
projected the development of looser linkage between the planning and 
budgeting systems. 

2. At General Mills, the 1971 planning instructions announced a procedure 
to highlight where the 1971 plan deviated from the 1970 plan; the same 
instructions reemphasized a year-old procedure which required “new” 
businesses to be differentiated from “present” businesses. 

3. At Quaker Oats, the corporate planner foresees the emergence of tighter 
linkage as the company becomes acclimated to its new divisionalized 
structure. 

4. At Cincinnati Milacron, a new planning system is in its first year of 
operation; this system is very loosely linked to budgeting and shifts the 
burden of planning from the division managers to the group managers. 

5. At Warnaco, as we noted earlier, a systems modification has been im¬ 
plemented; this requires group vice presidents to plan five years into the 
future and their subordinate division managers three years ahead. 

In seeking a comprehensive explanation of the planning system 
changes just described, we find particularly pertinent the observation that 
management control systems must be consistent with top management’s 
objectives in order to be truly effective. If the same can be said of formal 
planning systems, then it follows that a change in an effective planning 
system is usually triggered by a change in top management’s objectives. 

The implication here is that whether or not a given change improves a 
planning system may be beside the point. To paraphrase Marshall 
McLuhan, the planning system and the changes made in it may be “the 
medium that is the message”—i.e., the message from top management. 



170 


Situational Design 


Criterion of consistency 

In this section of the article, we shall examine more closely two of the 
planning system changes previously mentioned to see what inferences 
about top management’s objectives we can draw from them. 

Since 1971, Cincinnati Milacron has been pulling out of a severe 
recession that afflicted the entire machine tool industry. Operating 
management’s ordeal during the past two years has been something akin 
to a day-to-day struggle. As the company has begun to emerge from this 
traumatic experience, top management has installed a new planning 
system to allow maximum opportunity for broad-level mind stretching. 
Furthermore, the burden of planning has been shifted upward to a level 
of management where there exists the opportunity and authority to 
implement a diversification program. 

The message of Cincinnati Milacron’s two planning-system changes 
appears to be rather straightforward: top management wants aggressive 
diversification planning. 

In his memorandum covering General Mills’s 1971 planning instruc¬ 
tions, James P. MacFarland, Chairman and Chief Executive Officer, 
indicated the need for a more aggressive capital investment program in 
the years ahead to achieve the company’s sales and earnings objectives. He 
also referred to progress in the control of capital use and to a change in 
the planning procedures which would allow top management to focus 
easily on the changes made subsequent to the previous planning cycle. His 
general instructions described this procedural change in more detail and 
reiterated a year-old procedure which separated the planning for new 
businesses from that for current businesses. 

In our judgment, it is a fair guess that it will be a tougher task to revise 
estimates upward in order to justify additional capital for a current 
business than to submit new estimates in order to justify seed capital for a 
new business. The message of the announcement of both a new proce- 
dure and reemphasis on an old one appears to be that the encouragement 
of heavier investments is intended for new and not for current businesses. 

(This message, incidentally, is clearly reflected in the chairman’s and 
president’s letter to General Mills’s stockholders and employees in the 
1971 Annual Report.) 

The procedure at General Mills of separating current and new 
businesses is particularly noteworthy in that it creates an opportunity to 
differentiate the planning perspectives, and to apply different standards 
of expectation to each type of business. In this manner, top management 
can encourage a division manager to be creative in planning for his new 
businesses and action oriented in planning for his current businesses. 

Future-oriented businesses will be best suited for loosely linked 
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planning/budgeting systems. As the potential of a business begins to be 
realized, tighter linkage will be desirable in order to transform promises 
into results. At that point, a balance between creative planning and 
action-oriented planning would be especially appropriate. Later, as the 
business exhausts its growth potential and evolves into a “cash generator,” 
even tighter linkage will be desirable to accommodate the corporation’s 
capital needs for the next generation of new businesses. 

In short, recognition of divergent corporate objectives for both the 
mature and the future-oriented business is manifested in different de¬ 
grees of linkage in their respective planning/budgeting systems. As evi¬ 
dent at Quaker Oats, for example, a divisionalized company can find itself 
at several points—up and down—on the linkage continuum at the same 
time. In evaluating whether or not any point on the continuum is “right” 
or “wrong,” the sole criterion must be its consistency with corporate 
objectives. 

CONCLUSION 

To be effective, every formal long-range planning system must achieve 
a workable compromise between creativity and practicality—twin goals 
that are often in conflict. This problem of maintaining a satisfactory 
balance between “reach” and “realism” can be directly addressed by 
varying those design features of planning which relate to its interface with 
budgeting. However, in order to put in perspective the importance of 
loosening the plan/budget linkage, it is important to consider the role of 
informal communications and the personalities of management. 

At the corporate/division interface, companies that have a great deal of 
informal communication transfer are likely to be constantly aware of what 
was written in the plan and how that relates to the budget. This has the 
effect of very tightly linking the plan and the budget, even in structurally 
loose systems, unless management makes a conscious effort to demon¬ 
strate that this is not wanted. Even if this intent is demonstrated at the 
corporate level, there still may be tight linkage built in at the division level 
because of the division manager’s personality. 

Generally speaking, the divisional planning and budgeting are either 
both done by the division manager himself or at least coordinated by 
him. As he coordinates the preparation of the budget, he often feels 
—either consciously or subconsciously—an obligation to justify the value 
of the plan by reflecting much of it in the budget which represents his 
short-term game plan for the division. 

Briefly, loosening devices have much broader applications than to just 
those companies which have structurally tight linkage systems. In fact, 
some of them may be needed in any action-oriented planning system. 
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We believe that managers should consider these devices as variables 
they can and should manipulate in the interest of more effective plan- 
ning. Viewed in this context, the linkage continuum can be considered as 
a powerful interpreter of the top-management objectives implicit in the 
planning system. 

Although at first this may seem to be counter-intuitive, we believe that 
it is not the planning system which generates corporate objectives but 
rather the corporate objectives which dictate the appropriate planning 
system. We are neither proposing that there is a “correct” form for any of 
these design features, nor that it is always possible to structure a planning 
system so that “realistic creativity” is ensured. 

We do believe, however, that “realistic reach” in planning is not just an 
illusory phenomenon which exists independent of management’s actions. 
Rather, it is well within management’s control to influence the focus of the 
efforts by changing the structure of the planning system. That, we feel, is 
all any manager can ask. 
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DIVISIONAL PLANNING: 
SETTING EFFECTIVE DIRECTION* 


Peter Lorange 


INTRODUCTION 


The state-of-the-art of long-range planning displays a number of 
strengths; not the least of these is the progress which has been made in 
developing effective planning systems for divisions within divisionalized 
corporations. Much is now known about the development of sound busi¬ 
ness plans by divisions and about the blending of these plans into one 
overall corporate “portfolio” plan. 1 In fact, within many corporations, 
one finds that the strongest planning is being done within the divisions. 


* (Reprinted from Sloan Management Review, Fall 1975) 

1 See Reading 2, Part I. In this reading we shall foUow Vancil and Lorange’s terminology: at the corporate 

n,r^r, 0 Z??h e f F p ° rtfol . I ° str f te gy and planning; at the divisional level—business strategy and plan- 
rung, and at the functional level—project strategy and programming. 
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Planning at the divisional level will generally be built around strategic 
projects such as new product introduction, R&D projects and marketing 
campaigns. The common approach to planning for these strategic ex¬ 
penditures is fairly well understood. Despite the progress made in the 
areas of strategic development planning and divisional planning in gen¬ 
eral, however, we find that present divisional planning practices may have 
shortcomings. First, we find that there is often a tendency towards plan¬ 
ning too conservatively within each division when seen in the light of the 
total capacity and potentials of a large corporation. Second, divisions 
frequently encounter difficulties in developing a business strategy for 
setting priorities among business lines and among strategic projects. 

This article discusses these potential problem areas of effective 
direction-setting in divisional planning. We believe such a discussion is 
merited, not only because we have observed these problems in a number 
of divisional planning settings but also because they represent a “stum¬ 
bling block” to further progress in divisional planning. Furthermore, 
these pitfalls often go unrecognized or unacknowledged within actual 
divisions. In order to put these planning problems in perspective, we shall 
begin with a brief review of the major aspects of divisional long-range 
planning and then focus on each of the problem areas more specifically. 

COMMON PRACTICES OF DIVISIONAL PLANNING 

In order for a division to ensure that strategic projects will be consistent 
with the overall strategy of the division and of the firm, and to maintain 
congruence between the desired and actual impact of strategic projects, 
three planning measures are commonly undertaken. These are (1) iden¬ 
tifying a business project’s fit as part of a business strategy, (2) program¬ 
ming across functions while budgeting for each function, and (3) plan¬ 
ning the stages of new business projects in accordance with several specific 
characteristics of the strategic business project management task. 

Identifying a Business Project’s Fit as Part of a Business Strategy 

Itis of primary importance that the selection of strategic business projects 
be closely aligned to the long-range planning process. Because a division 
will be largely responsible for its long-term success within its business 
area, a significant portion of the responsibility for strategic business 
project development should also rest on each division. Through research, 
development and market analysis, a division should provide the new 
products and maintain the existing business lines necessary to hold or 
expand its position within the business. Clearly, strategic business project 
development plays a vital role in the implementation of the overall 
strategy of a division. 
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Since strategic business project selection will be determined primarily 
by a division’s objectives and strategies, it becomes particularly important 
that these objectives and strategies be stated in sufficiently operational 
terms to provide meaningful guidance. The common method of defining 
business line strategy in operational terms is to specify it in a two- 
dimensional classification; each division’s major product segments are 
located according to the general attractiveness of its business (i.e., market 
growth) and its competitive strength in that business (i.e., market share). 2 
This two-dimensional classification results in a matrix of possible product 
typologies, each with distinctly different prospects for profitability, capac¬ 
ity for funds generation or requirements for funds consumption. Figure 
1 gives an example of such a two-dimensional matrix for strategic posi¬ 
tioning of a business line. 

Product A is an example of a product which would require a “build” 
strategy, that is an attempt to improve competitive strength. This strategy 
will generally require a net outflow of funds. Product B is in a “hold” 
strategy position. Here the objective would be to protect the position “as 
is ; consequently, inflows of funds to the line should be in approximate 
balance with outflows. Product C is an example of a product which would 
require a harvest” strategy; such a strategy involves intentionally allow¬ 
ing one s competitive strength to gradually diminish with the likely result 
or a net funds inflow contribution from the product. 

This type of analysis, which is now universally practiced, helps to 
determine what mightTe an appropriate strategy to follow for a new or 
existing product line.iTn summary, a division’s business plans should 
emphasize specifically the types of product lines that will be most desir¬ 
able. Such specification should include a delineation of product line 
strategies and individual strategic projects. "1 

Programming Across Functions While Budgeting for Each Function 


The second measure which is commonly taken to maintain control of the 
strategic program process is a response to the danger that separate plan- 
mng for each function might fragment the overall business project selec¬ 
tion. This measure requires that the functional departments first con- 
struct plans for the project in cooperation across organizational lines and 
then develop budgets/or each organizational unit across business project 
segments. As indicated in Figure 2, step one is programming to ensure the 


* See B. D. Henderson, “Perspectives on Experience,” The Boston, Consulting Grout, 1968 and “The 
Experience Curve Reviewed,” The Boston Consulting Group, 1970; S. Schoeffler R D^BuzzeU and D F 

foT^^nd R P DBuLerB e T C r'T^H P , erformance ■" Ha ^rd Business Review, M^rch April 

inu^Ur^rv'lTvS For an ’ “ Market ^ £ ° Profitability,’’^^ 

after mar^hare W F F„,h Jn t -p ! *™ de con «™mg reservations about going uncritically 
Review, Septemb^Oaobe^T’ J ’ ^ V,CC ° rIeS “ Rght for Market Share ’” BusJs 
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Figure 1 Business Line Strategic Posture Matrix 


strategic direction; step two is budgeting to ensure that each department’s 
resources are adequate to carry out its share of the program activities. 3 

Planning the Strategic Business Project Stages 

The task of managing business projects involves certain elements which 
merit specialized planning procedures. First, management must acknowl¬ 
edge the fact that specialized functional skills will be needed to carry out 
each of the tasks associated with the development of a new project. 
Examples of such functional skills are research development and market¬ 
ing activities. Second, because these functional departments are more or 
less limited in their ability to adjust their capacity for processing work, at 
least in the short run, it is necessary that the work loads of each functional 
department be carefully balanced. An important related divisional plan¬ 
ning task will be to plan the capacity of the functional departments in such 
a way that the “capacity profile” remains relatively even. Figure 3 gives 
examples of two strategic project organizations which are not in balance. 
It would be the task of the management of these two organizations to 
“flatten” their capacity profiles over time. 

A third characteristic of the strategic project process which must be 
considered by divisional planners is the issue of whether and when to 
transfer a given project from one functional stage to the next. This 


3 See Reading 3, Part 3. Figure 4 of that reading is altered slightly and reproduced here as Figure 2. 
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Figure 2 The Planning/Budgeting Sequence of Functional Departments 


decision-making procedure should be based to a large extent on 
management’s best subjective estimate of the probability of final success 
or the project in the marketplace, and should not merely consider 
whether the project is physically ready to be moved from one stage to 
another. 

As we stated earlier, many corporations have divisional business plan¬ 
ning systems which incorporate variations of the three classes of proce¬ 
dures discussed in this section. The particular design considerations 
should be to a large degree a function of the situational setting of the 


Capacity 



Figure 3 Profiles of the Capacity of the Strategic Project Organization of Divisions with 
Scarce Capacity in Basic Research (Solid Line) and in Marketing (Dashed Line) 
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organization in question. Thus, there will be no single right way of 
incorporating the planning procedures, given that all corporations are 
more or less unique. It should be emphasized that all three aspects must 
be taken into account in order for a division to plan properly. If any one 
issue is neglected, the overall effectiveness of the division’s planning will 
be substantially diminished even if the other aspects of the planning are 
very well executed. Still divisions which do a reasonably balanced job of 
planning may yet face two additional problems; there may still exist a lack 
of proper divisional risk-handling and/or inappropriate strategic business 
attractiveness/strength analysis. In discussing these two classes of prob¬ 
lems, we shall suggest that they might be highly interrelated and that they 
might be avoided by more properly structured divisional planning sys¬ 
tems. 


PROBLEMS OF RISK-HANDLING 

We have observed that the long-term success of a company’s businesses 
depends to a large extent on the ability of the divisions to generate 
sufficient strategic business projects. It should be noted that new strategic 
business project developments are by nature uncertain and that the more 
uncertain projects typically have higher potential rewards associated with 
them. Now, consider a corporation with two divisions, each one in the 
process of finalizing its business plans regarding which strategic business 
projects to emphasize. The first division is faced with setting priorities 
among ten projects and the second division has fifteen projects to con¬ 
sider. Each division will weigh the probability of success of each project 
and its resulting payoff against the probability of failure and its cost and 
set its priorities accordingly. In the end, each division will probably give 
priority to some “safe” and some “risky but promising” projects among 
their ten and fifteen projects respectively. If on the other hand, we 
hypothetically assume that the two divisions have been merged into one, 
the task would be to set priorities among twenty-five projects. In this case, 
there is a greater likelihood that high risk projects would be chosen, since 
they would be “averaged out” against a larger number of safe projects. 
Thus, in this situation we might well include a project that both divisions 
independently would have deemed too risky because of their smaller 
number of options. 

For the company as a whole, the overall riskiness of its business project 
portfolio, given that the portfolio is of some size, will not increase signifi¬ 
cantly with the undertaking of a very risky but potentially promising new 
project, because the risk will “average out” over the entire portfolio. A 
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division with its smaller portfolio has fewer projects among which to 
average out a risky project. Consequently, a division manager will be more 
reluctant to take on risky but potentially promising projects 4 because 
his/her division normally will be held accountable for performance and 
incentive compensation is based on this. 

Where the divisions construct their strategic project portfolios in total 
independence of one another, the corporate project portfolio, with its 
implicit risk characteristics, can be found by adding together the division 
portfolios. We can assume that this corporate strategic project portfolio 
will have more conservative risk characteristics than if the corporate 
portfolio had been chosen directly by top management. Thus, by delegat¬ 
ing the responsibility for choosing the divisional portfolios, the company 
as a whole may move in a more conservative direction. 5 

The traditional scheme for business planning, then, would seem to 
promote plans that tend to view the company as a collection of indepen- 
dent companies. In terms of risk-taking, the advantages of being big are 
not realized. There still remains the question of what can be done to 
modify business planning so that “. . . the large organization . . . can do 
things the small organization cannot do. It can commit resources for a 
much longer time, for instance, to long-term research projects that are 
beyond the staying power of the small business.” 6 

We shall offer a suggestion for at least partially overcoming this. The 
corporate level may play a more active role by attempting to assess overall 
corporate risk-taking and, if necessary, “upgrading” some of the divi- 
siona! business project portfolios toward greater “riskiness.” This implies 
that the division will have to undertake its business strategy analysis in a 
different way than is now being done so that the corporate/di visional 
interaction on risk-taking can be an orderly part of the planning review 
procedures. 

BUSINESS STRATEGY ANALYSIS 


We have suggested that the issues involved in arriving at more appro¬ 
priate corporate risk-taking may be a function of better business strategy 
analysis. This may be done in part by incorporating proper business 


•. S i! Vera ^ eSearC ^ StU fl eS have do J umented a tendency toward risk aversion in research project selection 
m large divisionalized firms. For further details, see D. Hamberg, “Invention in the Industrial Labora- 
tory, Journal of Political Economy, April 1963. 

corn^n °Z^r h f f V * asSumed '. of cour *f • that *e attitudes towards risk-taking will be determined as a 
consequence of portfolio size variations. Nevertheless, we might encounter a very conservative corporate 
anagement which is more cautious than its young, aggressive division managers. In such a situation, a 

shall 7 attltude ml S ht more than counterbalance the risk-taking advantages due to project size. We 
shall, however, not discuss this situation here. * J 

8 See P. F. Drucker, Management: Tasks, Responsibilities, Practices (New York: Harper 8c Row, 1974). 
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strategy analysis into a formal planning system. Another issue, however, 
focuses on what might be the most appropriate measures for “business 
attractiveness” and “business strength” in various situations. An emerging 
consideration deals with a division’s evaluation of business lines together 
and with corporate evaluation of a portfolio of divisional plans. 

Measurement of the Strategic Dimensions 

Business Attractiveness. The factors governing attractiveness of the 
business should be seen as given and beyond the control of the company, 
at least in the short run. This does not imply, however, that a division will 
have no power to bring a product out of a relatively unattractive business 
and into a more attractive business. For instance, it might attempt to 
resegment a product so that it ends up in a higher growth segment. 
Several measures of business attractiveness are listed below. 

1. Market growth rate. Traditionally, this has been the most frequently used 
measure of business attractiveness, and was originally suggested by the 
Boston Consulting Group who have pioneered business strategy analysis. 7 

2. Frequently vs. infrequently purchased products. Data collected by the 
Marketing Science Institute through their PIMS project indicated that 
businesses with infrequently purchased products seem to enjoy a slightly 
higher return on investment than businesses with frequently purchased 
products when normalized for market share. 8 As a result, businesses with 
infrequently purchased products seem more attractive. 

3. Concentrated vs. fragmented customers. The PIMS study found the same 
effect to hold for businesses facing fragmented customers as contrasted 
with businesses facing a concentrated set of customers. 9 Thus, businesses 
with fragmented customers seem more attractive. 

4. Barriers to new competition. Another factor which often affects the attrac¬ 
tiveness of the business is how easy or difficult it will be for competitors to 
enter the business. This is determined by such considerations as the 
investment intensity required, patent protection, and know-how 
advantages. 10 

5. Size of market. The absolute size of a market will be a major influence on 
the long-term economic potential for a business line. 

6. Structure of competition. The final factor to be mentioned relates to the 
nature of the competition. Are there many competitors? What is the 


7 See Henderson, “Perspectives” and “Experience Curve.” 

8 PIMS is an abbreviation for “Profit Impact of Market Share.” See Schoeffler, Buzzell and Heany, 
“Impact,” and Buzzell, Gale and Sultan, “Market Share.’ 

„ 9 See Buzzell, Gale and Sultan, “Market Share.” 

10 See J. S. Bain, Barriers to New Competition. Cambridge, Mass.: Harvard University Press, 1956). 
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degree of concentration? These factors will affect the degree of freedom 
one will have regarding pricing. The more freedom one has in pricing, the 
more attractive the business. 11 

Each of the above factors is likely to play an important role in judging 
the attractiveness of a business. It would, however, be utopian to assume 
that there exists one universal ranking of these factors as to their relative 
effect on business attractiveness. Thechoice of letevantfactowiewnea- 
surmg the attractiveness of competing business lines should therefore be 
situational, and each division must develop its own ranking system.lt will 
an , ™P° rtant task ^ planning systems design to comejup with the 
is of ranked factors that is most relevant for a given division. It follows 
that the factors might differ from one division to another within the same 
company as well as among divisions of different corporations. An attempt 
should be made to hold the variables list, including its implied ranking, 
relatively constant over time in order to minimize potential “gaming” in 
p annmg as well as to facilitate communication and review. 

Relative Competitive Strength. Unlike business attractiveness, competi¬ 
tive strength can be influenced by the organization. Policy choices on the 
msional and corporate levels significantly affect this dimension. The 

strength^* 1S 3 1St ^ actors comm °nly used to measure competitive 

1. Market share. This is the most common measure of competitive 

!trenSh T? e muc" 1116 market share the stronger the competitive 
gt .The PIMS study has found clear positive correlation between 
market share and returns on investment. 12 

One should distinguish between absolute and relative measures for 
market share. Normally market share will have to be measured relative to 
one or more competitors. This implies that there wiU often be the difficult 
task of measuring competitors’ market share. After having obtained a 
market share picture, however, one might merely want to compare one’s 
own absolute sales against past sales, a considerably simpler procedure. It 
should also be noted that considerable emphasis should be put on what 
reasonable definition of what constitutes the market. How 
broadly the market should be defined will probably differ from case to 
case. 

2 ' St" IeVeL An ° ther Nation of competitive strength 

g e e level of strategic discretionary expenditures, such as R&D 

!r e ^ a n d marketin S expenditures. This measure assumes that 
each of the dollar expenditures to be compared is spent with approxi- 

M^well'p^r^ ° f ; h ;i lrm have b „ een very P reoccu P‘ ed with this issue. For a survey see W D 

Maxwell, Pnce Theory and Applications m Business Administration. (Pasadena, Calif.: Goodyear Publishing,' 

12 See Buzzell, Gale and Sultan, “Market Share.” 
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mately equal effectiveness. Unwise strategic expenditures, of course, will 
add little, if any, to competitive strength. 

3. Product quality. High product quality may significantly enhance competi¬ 
tive strength. 

4. Capacity utilization. High capacity utilization may also contribute to com¬ 
petitive strength since it means wider absorption of fixed investment costs. 
This factor is more important for capital intensive industries. 

It should be reiterated that these are not necessarily the only factors 
which may affect a given division’s competitive strength. Furthermore, as 
was the case with business attractiveness, the relative importance of each 
factor may vary from division to division and thus we do not offer a 
general ranking. The key question for determining the balance between 
factors will be “which factor is the one which the division wants to influ¬ 
ence through its policy?” Or to phrase the question slightly differently, 
“which factor does a particular division want to build, hold or harvest?” It 
should be emphasized that the situational choices of business strength 
variables should be seen as part of the planning system design task, and 
should not be left to each business manager to choose according to his 
preference (and possible advantage). 

Let us conclude our discussion of the measurement of the strategic 
dimensions of business line strategy analysis by suggesting the importance 
of two issues which often are overlooked. First, the actual choice of 
variables with regard to both business strength and business attractiveness 
is a vital aspect of the design of a division’s planning system and second, it 
should be remembered that these design choices ought to be done on a 
contingency basis. 

Consolidation of Product Line Strategy Analyses 

Product line strategy is an important building block in the business plans 
of both the division and the corporation as a whole. After the product line 
strategy has been completed, a number of analytical tasks still must be 
performed. One will concern the consolidation of the business project or 
line strategies into an overall business strategy for the divisions. A second 
task will be to evaluate these business strategies at the corporate level in 
order to arrive at a sound corporate strategy. In the discussion which 
follows, we shall see that a third dimension of analysis is required to 
effectuate these two consolidations properly. 

Consolidation into a Division Strategy. Viewed in isolation a business line 
or project is valued according to its position with regard to business 
attractiveness and competitive strength. Within this limited framework, a 
strategy which emphasizes high market share/market growth potential 
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(assuming appropriate measures of these dimensions have been stressed) 
is likely to imply a set of cash flows which, when discounted to net present 
value, will have a higher net worth than cash flows generated by strategic 
projects which rank less advantageously on these dimensions. Thus, a 
business project “cost/benefit” analysis is undertaken, and the projects are 
ranked according to this. When considering strategic line analysis in its 
context as part of a formal corporate long-range planning system, how¬ 
ever, it turns out that this ranking based on a two-dimensional approach is 
inadequate. A third dimension should come into play when more than 
one business strategy is being put together into a broader planning 
portfolio, namely, a measure of how well the total “package” of business 
projects or line strategies fit together. We shall call this third dimension 
the consolidation attractiveness dimension. As we shall explain below, this 
dimension should focus primarily on cash flow and synergy-potentials 
considerations. Figure 4 summarizes the business line strategy matrix in 
its revised version. 

The following factors might be used to measure the consolidation 
dimension. 

1. Shape of cash flow. For the division as a whole it is not sufficient to set 
priorities among business lines according to net present value of expected 
cash flows. The timing of these cash flows must be considered as well. The 
balance of cash flows should be positive over time if the division wishes to 
avoid the need for additional outside liquidity. 

2. Size of cash flow. It may be important that a balance be maintained among 
expected cash flows from all projects. Division management will, often 
prefer an evenly distributed set of cash flows from projects rather than the 
more exposed position which may arise when cash flows are largely 
dependent on one business line. 

3. Risk of cash flow. Another important consideration for division manage- 
ment is the riskiness of the expected cash flows from the product lines. 
High risk/high potential payoff projects must be traded off against safer 
but less glamorous ones. Thus it is the job of division management to plan 
its business lines in such a way that the riskiness of the division’s overall 
expected cash flow does not become too large. 

4. Covariance of cash flows. Division management must also consider the 
extent to which business cash flows will be expected to fluctuate along the 
same or different patterns. The less the covariance among the business 
line cash flows, the better. 

5. Production synergy effects. There may be instances where several pro¬ 
ducts originate from the same production process thereby enabling divi- 
sion management to take advantage of economies of scale. An example of 
this is the silicones industrial chemistry where highly integrated produc¬ 
tion leads to a wide variety of product options. 
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6. Marketing synergy effects. Often existing marketing capabilities, such as a 
sales force, can be utilized to promote an additional product. New projects 
should relate to existing products in such a way that they may be promoted 
through existing marketing facilities. 

7. R&D synergy effects. Large R&D expenditure savings may be possible if 
general research capabilities and know-how can be applied to new proj¬ 
ects. 

8. Substitution opportunity. Last but not least, comes an often overlooked 
factor that relates to whether it will be easy or difficult, risky or not risky to 
deemphasize one existing business line in favor of a new one. Because it is 
easier to give up competitive advantage than to develop it, we need a 
measure which indicates the consequences of shifts in emphasis m a 
business project portfolio. 

We see that the strategic planning task of the division will be to sys¬ 
tematically evaluate the business line or project strategies and to construct 
a comprehensive business plan from these “building blocks.” It should be 
stressed that the divisional business strategy should not be based on a 
business attractiveness/business strength analysis for the division as a 
whole, but should result from an aggregation of separate attrac¬ 
tiveness/strength analyses for each of the division’s product lines. It will be 
a primary task of the formal planning system to facilitate the derivation of 
the divisional business plans through a proper aggregation procedure. 
Again it will largely be a situational question to determine which factors to 
put primary emphasis on along the consolidation dimension. At one 
extreme, a division that operates within a single business line will have no 
consolidation problem. At the other extreme, a division which operates in 
a large number of business lines will probably consider all the consolida¬ 
tion factors relevant. 

Consolidation into a Corporate Strategy. It is outside the scope of this 
article to review the entire divisional-corporate planning interface 
through which the divisional plans become consolidated into an overall 
corporate portfolio plan. 13 We shall, however, discuss the effects such a 
consolidation may have on product-line strategies. Two sets of considera¬ 
tions will be relevant in this respect. 

1. Assessment of overall corporate risk-taking exposure. As we discussed in 
the section on risk-handling, there is a tendency toward an overly conser¬ 
vative risk-taking profile when business line priorities are set by the 
divisions entirely on their own. A proper evaluation of the implicit risk 
exposure of the proposed divisional plans can only be accomplished 


13 See Reading 2, Part 1. 
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BUSINESS ATTRACTIVENESS 

• Market Growth Rate 

• Purchase Frequency of Product 

• Degree of Customer Concentration 

• Barriers to New Competition 

• Structure of New Competition 

• Size of Market 


CONSOLIDATION ATTRACTIVENESS 

• Shape of Cash Flow 

• Size of Cash Flow 

• Risk of Cash Flow 

• Covariance of Cash Flows 

• Production Synergy Effects 

• Marketing Synergy Effects 

• R&D Synergy Effects 

• Substitution Opportunity 


COMPETITIVE STRENGTH IN BUSINESS 

• Market Share 

• Strategic Expenditure Level 

• Product Quality 



Figure 4 Matrix for Determination and Evaluation of Business Line Product Strategy 

through a divisional-corporate interface. Consequently, information on 
risk dimensions must be readily available from the divisional proposals 
themselves. The planning system should ensure such communication in 
order to facilitate adjustment of divisional plans to take advantage of the 
risk-absorption capacity of the corporation as a whole. 

2. Proper assessment of divisions’ proposals. Once the potentials of divi¬ 
sional business lines have been assessed, corporate performance targets 
should be set at levels consistent with the divisional business strategies. 
While this may seem elementary, it is actually quite difficult unless the 
planning system is carefully designed to provide sufficient information 
about business line strategies which can be used in target setting. The 
consequences of failure to collect and utilize such information are illus¬ 
trated in the following recent example. 


A large U.S.-based multinational corporation embarked on a major 
diversification effort in the 1950s and 1960s. The company was well- 
known for its rigorous management systems, centered around a detailed 
planning and control system which was implemented across the company. 
Typical of the way the system worked was a tight linkage between plan¬ 
ning and control and heavy pressure on subsidiary managements to fulfill 
ambitious, centrally-set performance targets as exemplified by the agreed 
upon budgets. Plans and budgets were determined at negotiations meet- 
ings where subsidiary managements met with corporate and European 
area managements over extended periods of time and where the atmos- 
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phere was one of “no-nonsense pressure” on the subsidiaries. Each sub¬ 
sidiary was held to specific targets in five key areas: sales, net income, total 
assets, total employees and capital expenditures. No attempt was made at 
evaluating the divisions’ business strategies directly by addressing the 
nature of the underlying business line or project strategies. As a result, 
divisions were virtually forced to let their market shares erode in order to 
satisfy corporate performance requirements in the short run. The long¬ 
term profitability prospects were seriously jeopardized because of these 
market share sacrifices. This has become painfully evident in the ensuing 
years. 

An important adjunct to this discussion is the acknowledgment of the 
fact that incentive compensation for division managers should recognize 
that the criteria for division success are more complex than profits alone. 
Overly simplistic incentive compensation measures should be avoided but 
instead long-term track records should be developed for the division 
managers over the broader set of relevant dimensions. There should be 
an audit procedure for business project failure to identify what dimen¬ 
sions of the project have been fulfilled and what portions have failed. In 
total, the incentive compensation system should be consistent with the 
relevant set of variables as indicated by Figure 4. If it is not, it will probably 
become dysfunctional for desired risk-taking. 14 


CONCLUSIONS 

Long-range planning at the divisional level, is, in many respects, the 
“backbone” of the overall long-range planning activities of the firm. 
Luckily, much is now known about sound divisional planning practices 
and a set of useful business planning tools has evolved. In this article, we 
have briefly reviewed the more commonly used tools, and have idenpfjed 
two interrelated deficiencies which frequently appear when examining 
long-range planning activities within divisions. First, we pointed out that 
while the divisionalized structure offers important advantages, implicit in 
its makeup is the threat that divisions will encounter risk considerations as 
if they were independent companies. Such individual planning by divi¬ 
sions forfeits certain benefits which may be accrued if the corporation as a 
whole interjects its larger perspective. The second problem we identified 
dealt with the way in which strategic business analysis is performed. We 
pointed out that not only will many divisions define business strength and 
business attractiveness inappropriately for their given situations but also 
that divisions have a tendency to overlook a third dimension of overall 
corporate fit when constructing their business plans. The absence of this 

14 See W. H. Newman, Constructive Control (Englewood Cliffs, N.J.: Prentice-Hall, 1975). 
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third dimension, which we called the consolidation attractiveness dimen- 
sion, makes it exceedingly difficult for corporate management to interact 
with the divisions. It is this dimension which enables corporate manage¬ 
ment to evaluate business plans in terms of risk and to judge the degree of 
fit among divisional plans. 

It will be the responsibility of the planning system to facilitate effective 
incorporation of risk-handling through a proper identification of the 
dimensions of the business plans. A planning system which is designed 
with these problems in mind should be able to keep the difficulties we 
have pointed out to a minimum. 


Case 1 

Massey-Ferguson, Ltd.-A* 

INTEGRATED PLANNING AND CONTROL 


In November 1970, Mr. Peter Breyfogle, the Comptroller of Massey- 
Ferguson, Ltd., was considering several problems which had plagued 
corporate management in recent years. Poor sales forecasting was not at 
all uncommon in the farm machinery industry, but at Massey-Ferguson 
(MF) this problem had been compounded by slow operational response 
times and what he suspected to be a conscious delay by optimistic field 
managers in reporting adverse operating conditions to the corporation. 

The recent economic downturn in North America had made it espe¬ 
cially important that a solution to these problems be found. Economic and 
monetary conditions were likely to temporarily dampen MFs growth rate 
and the primary source of new earnings was likely to become improved 
operating efficiency. But satisfactory improvements in operating effi¬ 
ciency depended to a considerable extent on the quality of the informa- 
tion reported by the operating units to corporate headquarters where 
major resource allocation and product strategy decisions were made. 

Mr. Breyfogle held administrative authority and accountability for not 

* This case was prepared with the cooperation of Massey-Ferguson, Ltd. It was written 
by Ronald M. Hall, Research Assistant, under the direction of Professor Richard F. Vancil, 
based pardy upon a research report submitted by Messrs. Dick Travers and Carlos Williams.’ 
Copyright © 1971 by the President and Fellows of Harvard College. 
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only regular control reporting, but also for the planning function 
through MF’s Integrated Planning and Control (IPC) system. In the latter 
capacity he worked under the general guidance of the Senior Vice 
President—Corporate Administration. He suspected that some of the 
company’s problems could be traced to the way in which goals were set for 
the operating units. However, Mr. Breyfogle knew that he would have to 
have a very strong case if he wished to effect a change in management s 
goal setting philosophy. 


CORPORATE PROFILE 

In 1970 Massey-Ferguson, Ltd, was the world s largest manufacturer 
of farm tractors, combines, backhoes and loaders, and diesel engines. In 
addition, the company produced a wide line of other farm machinery, 
office furniture, and recreation equipment. Tractors comprised 35% of 
1969’s sales; other farm machinery accounted for an additional 28%. The 
remainder of Massey-Ferguson’s Canadian $1,043,000,000 volume was 
divided approximately equally among industrial and construction 
equipment, engines, and replacement parts. Exhibit 1 presents a ten-year 
statistical summary of the company’s operations. 

Massey-Ferguson had customers in more than 180 countries and 57 
plants either manufacturing or assembling MF products in 22 countries 
spread throughout the world. Several other factors besides the geo¬ 
graphic dispersion of MF operations helped to create what one corporate 
executive termed “a bloody complex operating situation.” While 
worldwide sales of farm machinery were expected to grow at an average 
rate of 3%-5% per year in the foreseeable future, sales growth rates had 
fluctuated between 0.5% and 13.0%, with litde discernible pattern, over 
the last 10 years. Nearly one-third of annual sales were concentrated in a 
three-month period coinciding with annual farm crop harvests. Mr. John 
G. Staiger, Senior Vice President-Corporate Administration, commented 
upon the farm equipment industry as follows: 

This is such a terrifyingly cyclical industry. It is affected by environmental 
forces which are so much more difficult to control than is the case in other 
industries which can appreciably influence their environments by inputs of 
advertising, promotion or personal contact. When there is a drought and 
crops fail, you just aren’t going to sell anything. You can t cure a drought, or 
a hailstorm, or a fungus epidemic—it’s a natural disaster. The farmer wont 
buy unless he needs the machine—if he needs it, he wants it today and his 
need did not develop until yesterday. This situation demands that your 
harvesting equipment be manufactured and sitting in the showroom and 
warehouses at the same time the market breaks. 

When you consider also all the other things that can, and do happen to you 
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Source: MASSEY-FERGUSON, LIMITED, ANNUAL REPORT 1969; Pitfleld, "The Farm 
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in this industry, such as fluctuations in the availability of financing, competi¬ 
tive innovation, inflation, currency adjustments, strikes, and local govern¬ 
ment economic regulations, the asset management implications are enor¬ 
mous. There is always a great deal of capital tied up relative to current 
income and the return on this investment is exceedingly vulnerable. The 
normal techniques for assuring growth are a little more difficult to apply. 
However, we, meaning the senior management of the company, have de¬ 
cided that there is sufficient untapped potential in our existing businesses. 
And, we are not at this time interested in entering new industries but rather 
in improving our position in the ones we are now in. 

The largest concentration of ownership of Massey-Ferguson had for 
many years been the interests of the Argus Corporation, Ltd. The opera¬ 
tions of Argus had been characterized by one prominent investment 
service as follows: 

This investment company places a major portion of funds in a limited 
number of enterprises which show probability of future growth and expan¬ 
sion. It makes an investment sufficiently large to have representation in 
formulating policy. 

The approach that top management had selected for assuring 
Massey-F erguson’s growth was a “delicate balance between centralized 
and decentralized management.” Since Mr. Albert A. Thornbrough took 
over the leadership of the company during a mid-1950s crisis, MF had 
moved generally in the direction of increased organizational and pro¬ 
cedural uniformity. Mr. Thornbrough and others of his senior manage¬ 
ment considered an explicit and consistent definition of individual man¬ 
agement tasks, responsibilities and accountability a prerequisite to the 
effective functioning of a management system which coupled the market 
sensitivity of a decentralized structure with the economic and competitive 
advantages of a centralized structure. 

Massey-Ferguson engaged in two major corporate reorganizations as 
management sought to achieve a satisfactory balance between centraliza¬ 
tion and decentralization. The first, in 1959, organized the company into 
profit centers called operations units. These, through 1970, comprised 
the building blocks of MF’s structure. Each operations unit was headed by 
a General Manager who, until 1966, formally reported solely to the 
President, Mr. Thornbrough. Operations units activities were marketing 
in defined geographic areas and often also manufacturing for one or 
several markets. General Managers were responsible for all MF functions 
within their assigned area except decisions relating to product line 
strategy and design, the locations of facilities, the allocation of capital for 
investments and expenditures, and interunit transfer pricing and vol¬ 
umes. However, in each of these areas the General Managers played an 
important part in initiating and reviewing proposed actions. 



1 yu Situational Design 

Essentially, the General Managers were charged with the responsibility 
for decisions that capitalized on local opportunities to increase sales 
volume, reduce manufacturing costs, and raise operating efficiency. Cor¬ 
porate level executives felt that even though there was substantial in¬ 
terunit trade based upon economic sourcing patterns, the profitability of 
individual operation units due to local management actions was accu¬ 
rately identifiable. And, the General Managers were held fully accounta¬ 
ble for the profits of their operations units. 

In practice, the General Managers’ relationship with the President took 
precedence over their relationships with the Vice Presidents of Farm 
Machinery and Industrial & Construction Machinery. While the latter 
were in the process of building Group operating authority, their relation¬ 
ships with the operations units could in 1970 be characterized as advisory 
The Engines Group maintained a strong group Vice President function 
largely due to the fact that this group had existed as an autonomous unit 
prior to its 1959 acquisition by Massey-Ferguson. Exhibit 2 depicts MF’s 
1970 management structure. 

THE DEVELOPMENT OF INTEGRATED PLANNING AND 
CONTROL 


Following the 1959 reorganization, management said, “Okay, we are 
going to plan and control from now on. We now have the uniformity the 
organization and structure established, so that we can get a uniform 
approach to planning and get uniform results out.” However, MF man¬ 
agement then discovered an additional problem, which was the identifica- 
lon of the information inputs and sources required to effectively monitor 
and control the operating units at the corporate level without building a 
large staff. To help identify and resolve these information needs, the 
services of a management consulting firm were employed. Subsequently 
the scope of the project was widened and the joint effort of the McKinsey 
& Co. consultants and Massey-Ferguson’s people produced a manage- 
ent system which was entitled “Integrated Planning and Control” (I PC). 
One of MF s top executives recalled that the selection of this appellation 
was a deliberate attempt to emphasize that the ultimate objective was to 

i e owrh P ^h WOr i dWlde C ° nS ° lidated P lan that committed management to 
minder oftlT mte S rated ” wa * also to serve as a continual re- 

whkh li st coordination and cooperation, both horizontal and vertical, 
which was deemed necessary to achieve this objective. 

.e.fyealtri’od 1960°?™"' ' PC SyStem whkh cvolved ' mrthc 
annLrhm!?’ 19 6° 970,was the supposition that “The most effective 

pZortion ofT°r P m e g ^ C ° ntro1 is the wne that maximizes the 
P P he company s financial results that is attributable directly 
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Exhibit 2 Massey-Ferguson Limited World-Wide Management Organization 
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to change and improvement initiated by managers.” 1 From this funda¬ 
mental statement the entire structure of the I PC system was derived. The 
purpose of IPC was to maximize the impact of change and improvement. 
The corporate profit and sales objectives were to be achieved by action 
initiated by individual managers. Progress in the achievement of objec- 
tives was to be measured in terms of two variables: 1) The financial impact 
of changes occurring independently of management action, and, 2) the 
financial impact of changes resulting from management initiative. 

The dynamics of the IPC theory consisted of three phases: 1) directing 
management effort toward the attainment of acceptable financial goals; 
2) obtaining firm personal commitment to achieve agreed-upon goals; 
and 3) encouraging flexibility in the implementation of plans by the 
development of new or revised courses of action when required by 
changed circumstances. 

Messrs. S. R. Wilson and John O. Tomb, the authors of Improving 
Profits Through Integrated Planning and Control, were involved in the de¬ 
velopment of IPC at Massey-Ferguson. They identified in their book 
several management activities necessary to complete each of the three 
phases noted above. Directing effort effectively towards goal achievement 
involved developing management understanding of the business and the 
way it reacts to change, determining the expected financial results if 
management does not introduce significant change during a planning 
period, and establishing an over-all financial goal that reflects the 
achievement of demanding (but realistic) new management tasks. Obtain- 
mg firm personal commitments to achieve goals involved developing the 
detailed management action programs required to achieve the financial 
goal and evaluating these programs in terms of their overall potential to 
satisfy the financial performance requirements. Encouraging flexibility 
of management action involved adhering to agree-upon goals as the 
standard of satisfactory performance, identifying in advance probable 
eviations from the financial goal, and responding quickly to changed 
circumstances in a manner which would ensure achievement of the 
planned results. 

IPC Evolution. The first application of IPC theory to operations man¬ 
agement was conducted in 1960 in the United Kingdom unit. The project 
was supervised by a team of MF managers and outside consultants. Their 
initial objectives were to construct ambitious plans, well supported by 
realistic action programs for 1961, and to establish a working model of a 
planning and control system which could be extended to the whole 
company. Anticipating procedural start-up difficulties, the project team 
deliberately limited the planning horizon of this initial effort to one year. 

c'fft,' R^ren^-HaluIr^Tr^ ^ ^ ^ 
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The advisability of this policy was later borne out when it was found 
necessary to devote substantial time to what later became known as a 
“responsibility audit” before actual planning activities could be under¬ 
taken. The responsibility audit involved an investigation of functions and 
tasks performed within the operating unit which were essential to the 
effective management of operations. The audit first uncovered large 
areas of duplication and ambiguity, and later aided the operations unit s 
management to resolve these shortcomings with clearer lines of com¬ 
munication, explicitly identified individual responsibilities and closer in¬ 
terfunctional coordination. The responsibility audit proved so beneficial 
that the practice was repeated later by other operations units as they were 
brought into the IPC system. 

Exhibit 3 presents the simple cycle through which the operations unit 
moved in 1960. In June of that year, Mr. Thornbrough, the President, 
issued a profit goal for the operations unit. At that time this profit goal 
produced considerable consternation among the operations unit man¬ 
agement as it called for substantial immediate profit improvement. The 
simple statement of a profit goal was not accompanied by any explana¬ 
tion, justification, or direction, and management entertained severe 
doubts about their ability to produce the profits demanded. (It later 
developed that the profit goal was exceeded by 10%.) The detailed plan¬ 
ning by managers commenced in late June when the project team dis¬ 
seminated the Planning Guide. This set of instructions, designed to 
provide a more or less uniform approach to the preparation of plans, 
suggested charts or tabular formats for describing 1961’s expected 
operating environment, contained samples of each form with the identi¬ 
fication of probable information sources, suggested methods of prepara¬ 
tion and analysis, included a summary of points that should be covered in 
supporting data for plans, and provided an outline of the approach that 
managers should use in formulating action programs. 

While the initial attempt at Integrated Planning and Control involved 
what management felt to be an excessive cost in terms of manhours and 
paper work, management also felt that 1960s experience had demon¬ 
strated the utility of the IPC system. There was a marked, favorable 
contrast between the detailed action programs which appeared to provide 
realistic support for an ambitious profit goal for the United Kingdom 
operating unit, and the simple budgets, based upon historical experience 
and market trends, which the remaining operations units produced in 
1960. 

On the basis of lessons learned, in 1961 the IPC system was extended to 
cover three additional operations units. In order to satisfy the general 
managers’ requests for a greater understanding of the rationale underly¬ 
ing the President’s goal setting, the General Managers were given an 
opportunity to submit to the President a preliminary assessment of their 
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Exhibit3 Massey-Ferguson, Ltd. Planning Cycles—1960 and 1970 


units prospects for the coming year. These assessments or goals recom¬ 
mendations were found by corporate management to be lacking in that 
they did not appropriately reflect the overall corporate needs. Corporate 
management decided that, in subsequent years, it would be necessary to 
provide an additional input of presidential guidance to establish the order 
of magnitude of corporate goals prior to asking the General Managers for 
their profit goal recommendations. Also in 1961 a technique was devised 
and implemented to resolve difficulties experienced in 1960 in compar- 
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ing plans with the budget. The technique basically consisted of adjusting 
the current year’s profit, sales and assets forecasts to reflect the profit, 
sales and asset impacts expected to be realized from (1) previous years 
projects, (2) nonrecurring events and environmental changes, and (3) 
new management actions. Exhibit 4, MF’s Impact Summary Format, 
demonstrates this technique as it was practiced in 1970s planning. 

During the planning efforts of 1962 and 1963 the remaining Massey- 
Ferguson operating units were brought into the IPC system. Although 
the operating units’ General Managers continued to be dissatisfied with 
their lack of understanding of the rationale in goal setting, an increasing 
proficiency in developing plans to achieve the President’s goals was ob¬ 
served by corporate management. In 1963 the time spent by individual 
operating units in going through the entire planning cycle was less than 
that taken by the U.K. in the detailed planning portion alone in 1960. 

In 1965 two changes in the planning system were made. The emphasis 
in control reporting was changed from a comparison of actual to planned 
performance-to-date, to a comparison of actual with planned perform¬ 
ance on an entire year basis (as represented by forecasts updated 
monthly). The explanation given for this change, which continued in 
effect through 1970, was the statement that the purpose of variance 
analysis and control was to serve as a guide for future action rather than to 
merely review past performance. Various members of MF s planning and 
control staff at both the corporate and divisional level concurred in the 
opinion that the necessity of updating forecasts for the year on a monthly 
basis forced managers to focus on current remedial or opportunistic 
alternatives. 

A major change in the IPC system’s format initiated in 1965 resulted 
from Mr. Thornbrough’s desire to gain a commitment from each General 
Manager for not only short-term sales and profit growth but also the 
effective, long-term utilization of all resources placed at his disposal. In 
1965 the General Managers were required to submit two-year plans. To 
aid them in this undertaking special corporate study teams visited each 
operating unit in 1965, assessing operating conditions, reviewing their 
findings with the General Managers involved and reporting their find¬ 
ings to the President. In 1965 and 1966 (when this activity was repeated), 
the discussions of the study teams with the General Managers supplanted 
the initial round of goal-setting recommendations and review which had 
occurred from 1961 through 1964. 

Great changes occurred in Massey-Ferguson’s mode of operations in 
1966. Continuing the course of closely examining MF’s future m greater 
detail, during 1966 the planning horizon was extended to three years. To 
aid the operations units in formulating the three-year plans, the corpo¬ 
rate staff developed a set of preliminary over-all assumptions to serve as 
the foundation for the plans. Basically these assumptions consisted of 
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Exhibit 4 Massey-Ferguson, Ltd. Impact Summary Formats 


information statements concerning important future events and condi¬ 
tions which would be beyond the control of the operations unit managers. 
For example, the introduction of new products and the establishment of 
new intercompany price and volume levels were noted for the years 
covered by the plans. Arising out of top management’s continuing con¬ 
cern for providing long-range direction for the company, and based upon 
management’s discussions and the special corporate study team’s analysis 
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of the company’s operations in 1965 and 1966, Massey-Ferguson’s man¬ 
agement organization was partially restructured in 1966. 

PLANNING IN 1970 

Exhibit 2 indicates a Director of Plans and Controls reporting directly 
to Mr. Thornbrough in 1970. Mr. Staiger held this tide in addition to his 
other titles listed in Exhibit 2. However, he had delegated primary 
responsibility for the administration of the IPC system to Mr. Breyfogle 
who, in turn, also consulted with Mr. Wleugel, the Treasurer. 

During the years immediately preceding Mr. Breyfogle’s appointment 
as Corporate Comptroller in 1969, the planning and control system 
suffered from a lack of consistent leadership. Since the 1966 corporate 
reorganization, responsibility for the administration of the IPC system 
had passed from an internal plans and controls coordinator reporting 
directly to Mr. Thornbrough, to a succession of corporate comptrollers. 
Each of the latter attempted to fill the increasing demands for informa¬ 
tion from the system by simply appending his own ideas without exorcis¬ 
ing the old ideas. By 1970 the planning process was, in Mr. Breyfogle’s 
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words, ‘a complete mixture of everybody's ideas.” The content of the 
plans and reports had suffered from one comptroller's attempt to move 
away from pure IPC theory by taking the income statement and using it as 
the foundation for extensive analytical work. The next comptroller 
perhaps over-reacted by going back to the impact summary and attempt- 
ing to make it the complete analytical and accounting tool. In Mr. 
Breyfogle s opinion two of the most serious consequences of this vacilla- 
tion in direction were (1) that operations units had responded by indi¬ 
vidually selecting planning and control practices without due regard for 
the necessity of maintaining a degree of corporate uniformity, and (2) 
that the demands for information placed on the operations units had 
become so great that the involvement/commitment of the General Mana¬ 
gers was threatened and the corporate and group staffs had more infor¬ 
mation than they could use. 

As he had directed the company through the 1970 planning cycle Mr. 
Breyfogle had taken actions which he felt had partially resolved the above 
difficulties. The Comptroller had conducted a critical review of 
corporate/group information needs which had allowed him to prune the 
system s demands upon the operations units to what he felt was an 
acceptable level. And, Mr. Breyfogle felt that he had achieved a workable 
coordination between reporting for control purposes and accounting for 
external reporting. However, Mr. Breyfogle had not been able to devote 
as much time to maintaining and evolving the system as he would have 
wished. In 1970 a general economic downturn in North America had 
forcefully altered MF’s perspective from one of continued sales and profit 
growth to greater emphasis on effective asset utilization and control of 
overhead expenses. This altered perspective had placed heavy demands 
for analysis on the Comptroller’s office and had made it difficult for him 
to devote more attention to the problems with the IPC system. 

The Planning Cycle. Planning in 1970 formally commenced with the 
issuance of the Planning Guidelines by the President to each General 
Manager of an operations unit. Exhibit 3 indicates the chronology of the 
cycle which followed. The content of the guidelines received by each 
manager was similar; the Guidelines included discussions of: 

1. Some of the problems in the prior years’ planning cycles. Sample problems 

noted were: 

a. Operations units’ managements were given insufficient strategic 
planning framework for the development of goals. 

b. Major projects, the core of management action, tended to become 
mixed in with on-going operations. 

c. The impact analyses looked only at changes and tended to overlook 
the basic performance trends that indicate the health of the business. 
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d. There was no differentiation in degree of precision requested be¬ 
tween short-term (one year) planning and medium-term planning. 
The three-year time span was not long enough to show major project 
effects but was too long to review operational detail. 

2. A summary of the proposed changes for the current year s planning, 
including the establishment of strategic guidelines at the outset of the 
planning process. The basic aim of the changes was to improve the quality 
of communication between the General Managers and the President and 
the Group Vice Presidents. The changes included, but were not restricted 
to, the following: 

a. Strategic guidelines for the corporation and for the relevant unit were 
presented in this letter. 

b. Goals recommendation submissions were requested to stress strategic 
thinking via the development of specific and measurable objecuves 
within the context of the planning guidelines, the definition of man¬ 
agement tasks (i.e., action steps required to reach each objective), and 
the determination if tasks could be accomplished within financial 
guideline limitations. 

c. Goals recommendations were expected to be assessed on the basis of 
the clarity of communication and the completeness with which signifi- 
cant environmental factors and management actions were identified 
and evaluated, rather than the precision of their calculation. 

d. The changes in planning methods and format were explained as 
being intended to permit goals recommendations to be prepared 
directly by the General Manager and his senior managers. 

e. Review and discussions with General Managers regarding goals would 
be focused on the actions taken to achieve results rather than on the 
results per se. 

3. The basic strategic guidelines within which the total company would 
develop. This section accorded top priority to improving profitability 
from existing resources in the next year but called for more strategic 
projects in the years thereafter. The amount of gross capital expenditures 
intended in the planning year was noted, along with the amount expected 
to be available for new projects. A qualitative assessment of capital availa¬ 
bility for four additional years was also included. In line with these con¬ 
straints and policies the criteria for planned investments were stated. 

4. The specific strategic goals guidelines for the relevant operations unit, 
developed by application of the basic corporate strategy to the unit’s 
operating environment. This section stated preliminary goals recommen¬ 
dations in terms of improvements in direct variable profit (DVP) margins, 
decision costs (overhead and operating expenses), and current asset utili¬ 
zation, etc. Suggestions for programs to achieve these improvements were 
included. 

Following the receipt of the Planning Guidelines, the operations unit 
Comptrollers received from Mr. Felker, the Forecast Evaluation Man- 
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ageir, a letter containing goals planning instructions and the goals submis- 
sion package. This package, which chronologically preceded the final 
plan submission package, was with minor exceptions identical to the 
latter. Mr. Felker cited this duplication as a deliberate attempt to force- 
fully demonstrate the linkage between goal setting and action planning. 
Mr. Felker s letter contained a schedule of planning events and dead- 
lines, reviewed the Presidential guidelines, communicated the decision to 
extend the planning horizon to five years to reflect average project life¬ 
spans, suggested the use of percentage ranges of uncertainty in describ¬ 
ing goals, and suggested that goals recommendations be done primarily 
by the general managers and senior executives. In addition Mr. Felker’s 
letter stated that the intent of the June 8th goals recommendation was to 
be a statement from each General Manager that, based on the events and 
actions outlined in the package, his assessment of profits and assets for his 
unit for 1971—1975 were those indicated, subject, however, to a range of 
uncertainty which was also indicated. Furthermore it was intended that 
these figures form a basis for back and forth communication regarding 
their acceptability and/or capability of improvement. Since they were to 
be a starting point for a future commitment, emphasis should be placed 
- on ac tions to achieve results rather than results themselves. To develop 
' such action, goal setting within the operations unit should be from “top 
down involving the General Manager to develop the basic logic of the 
goals and directing the strategies to be used in the planning period. 
Relative to final plan submission, Mr. Felker stated that the plan should 
cover 1971 in detail adequate for performance control and that the 
following years should be covered in detail adequate for control of plan¬ 
ning. The goals instruction letter also stated that, “Forecast sales should 
be based entirely on anticipated demand, considering dealer and com- 
pany inventory levels (pipeline) for our major products during the plan- 
ning period, as determined by market requirements and without consid¬ 
eration of known or assumed capacity restraints.” A procedure for iden¬ 
tifying imbalances between supply and demand through the Logistics 
Exchange was noted. After the exchange of information between the 
Logistics Department and the operations unit, the latter was assumed to 
have adequate information regarding new and old product availability 
and specifications to finalize goals and plans. Mr. Felker’s letter con¬ 
cluded with a listing of intercompany price assumptions for the five-year 
planning period. 

During the period from April 10 to June 8, 1970, the General Mana¬ 
gers prepared their goals recommendations. In North American Opera¬ 
tions (NAO) the goal setting procedure was described by members of that 
unit as follows: 
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The General Manager, Mr. Mitchell, who is incidentally also Group Vice 
President of Industrial 8c Construction Machinery, sits down with Mr. 
Brown, the NAO comptroller, and goes over the President’s Guidelines 
and Mr. Felker’s letter. Based on the corporate instructions, Mr. Mitchell 
and Mr. Brown formulate pro forma balance sheets, income statements and 
spending schedules. They then break down the pro forma financial state¬ 
ments further to approximate the operations of each functional depart¬ 
ment and subsidiary within NAO. Several rounds of discussion follow in 
which each department and subsidiary director is asked to develop objec¬ 
tives, spending schedules, and impact summaries to enable his subunit to 
achieve its portion of NAO’s goals. 

The goals recommendation section of the planning cycle involves all the 
managers in NAO in a nearly complete formulation of plans. You just don’t 
know how realistic your goals are without developing the plans to support 
them. In going into such a high degree of detail we are running contrary to 
Corporate instructions as well as creating a significant additional workload 
for ourselves. We are continuously exploring new approaches to resolve this 
situation, but so far have been unsuccessful. Our problem in the past has 
been that the goals always seemed to be just a little bit too ambitious. We 
would present arguments, supported by plans, why we could make some 
goals or not make others and then we would be instructed to crank up our 
plans another notch to make some of those goals we didn’t think that we 
could make. 

This year we took a different approach and got a realistic set of financial 
goals. This year we have two sets of goals and plans. One set, called the 
financial goals and plans, describes our commitment to the corporation and 
reflects say a small stretch factor. This commitment to the corporation is one 
which I feel we can achieve. We in this unit need to achieve a set of goals and 
I think that we can do it this year, though it won’t be easy. Our other set, the 
operating goals and plans, reflects a very demanding stretch factor. These 
represent the target that we expect NAO managers to shoot for. We recog¬ 
nize that these are really ambitious plans but they do not commit NAO to 
gearing up capital investment and other expenditures ahead of time. The 
thrust of the operating plans is to squeeze greater efficiency out of the 
resources allocated in the financial plan. Our operating plan shows how we 
intend to do it but does not tie us to a commitment to the corporation which 
would jeopardize the corporation’s resources if we failed. 

Following submission of the financial goals recommendations to cor¬ 
porate headquarters, they were reviewed and consolidated by the corpo¬ 
rate staff and comments were prepared regarding the recommendations’ 
logical consistency with guidelines and their financial implications. These 
comments were passed on to the President and the remainder of the 
Corporate Strategy Committee by the Comptroller and the Treasurer. 
The Corporate Strategy Committee was comprised of the President, the 
Senior Vice President—Corporate Administration and the Group Vice 
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Presidents. This committee, which convened periodically throughout the 
year, advised Mr. Thornbrough on matters relating to corporate strategy 
and policy. Other corporate executives, such as the Comptroller and the 
Treasurer were invited to attend these meetings when their opinions were 
required. After the discussions of the consolidated goals recommenda¬ 
tions among top management, the President met with individual General 
Managers and discussed with each the fit of his goals with the needs of the 
corporation and the President’s expectations of performance. 

Following the President’s discussions of the goals recommendations 
with the staff and General Managers, Mr. Thornbrough issued final 1971 
goals to the General Managers on July 3rd, 1970. The President’s goals 
letters compared the individual goals of the operations unit to the Plan¬ 
ning Guidelines, stressed and explained the need for improvement in 
critical areas such as asset turnover, liquidity, direct variable profit mar- 
gins, decision costs, and return on investment. A goal for improvement in 
each of these areas was stated. Suggestions of strategies that might be 
considered in achieving the stated goals were included. 

With the receipt of the Goals Letter, the General Managers com¬ 
menced assembling their final plans. Much the same procedure was 
utilized as had been evident in the goal setting process. Mr. Charles Kalb, 
NAO’s General Financial Planning 8c Analysis Manager, described the 
application of IPC’s impact concept to the goal setting and final planning 
stages as follows: 

In practice the profit impact is a logical sequence of events in planning, on 
one sheet of paper. 2 It provides a compact yet comprehensive way for 
managers to focus on their entire operation. In setting goals and assessing 
plans it provides a convenient way of relating and summarizing individual 
programs. Major programs such as pricing policy changes are indicated 
individually. However, the impacts of all management actions and decisions 
cannot be isolated. Therefore there is not a great deal of difference between 
the impact approach to planning and run-of-the-mill planning and forecast- 
ing. The essential advantage to the impact approach is that all managers are 
reminded of the influence upon current and future performance of previ- 
ous years actions, the environment, competition and such, and current 
project decisions. 

Mr. Kalb said that the real usage of impact summaries stopped at the 
directors level. He noted that at the NAO senior management level, 
which included the directors, the impact summaries were supported by 
the itemization of accounts which, of necessity, created supporting staff 
involvement. These accounts indicated totals for particular types of costs 
and were not quantitatively identified as being due to any particular event 
or decisions. 


2 See Exhibit 4. 
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The NAO directors’ final plans were collected and consolidated by Mr. 
Kalb and his staff of three analysts. For both the goal setting submission 
and the final plan submission the General Manager of NAO, and the 
other General Managers, utilized additional qualitative and quantitative 
descriptions of their detailed plans. The length of individual operations 
units final plans in 1970 varied between forty and one hundred and 
twenty pages; the total planning package, including goals and plans 
submissions, comprised up to two hundred pages per operating unit. The 
timeliness and relevancy of the plans was facilitated by the issuance of 
updated forecasts of year-end performance in every month with more 
detailed analysis in May and August, and the update of corporate prod¬ 
uct, price and volume assumptions based upon trends and decisions prior 
to final plan formulation. During October the corporate staff consoli¬ 
dated and reviewed the operations units’ planning output and passed 
their comments on to the Corporate Strategy Committee. The latter, 
including the President, reviewed the plans and noted any modifications 
necessary. During the President’s meeting with the individual General 
Managers, the plans were discussed, modified if necessary, and approved 
by the President by October 30, the end of Massey-Ferguson’s fiscal year. 

IPC Control In 1970 the basic instrument of corporate control was 
the monthly General Managers’ Letter. The purpose of this report was to 
identify major changes in operations, and their causes, and to note any 
other factors of importance affecting the operations units. The General 
Managers’ Letter included a profit and an asset impact summary which 
compared planned results to forecast results on a total year basis. These 
summaries noted the impact of various events and actions upon sales, 
direct variable profits, decision costs, area operating profits, liquidity, 
inventory and fixed assets. The summaries were supported by 
management’s comments and a more detailed quantitative variance 
analysis on both a year-to-date and entire year basis. 

One member of the Comptroller’s staff observed that the General 
Managers’ Letters and consolidated monthly reports were widely distrib¬ 
uted among the officers and staff at corporate headquarters. Based on 
the information contained in the reports, the control staff identified 
apparent operational trends, noted their planned or unplanned impacts 
upon operations and passed this information both back to the appro¬ 
priate General Managers and to the appropriate corporate staff officers. 
The data base over which the control staff presided was not limited to 
financial data since the Comptroller’s office held responsibility for collect¬ 
ing regularly required information for all the corporate staff functions. 
The data available to the control staff on a monthly basis included sales 
units by product group and assessments of MF market shares and indus¬ 
try volume. 
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The monthly control report circulated within the NAO was a more 
detailed, yet pocketsize, edition of the monthly General Manager’s Letter, 
though without the qualitative assessment section sent to corporate head¬ 
quarters. This control report showed performance against both the fi¬ 
nancial plan and the operating plan on both a year-to-date and an entire 
year forecast basis. The forecasted performance which provided the basis 
of control evaluation was essentially the first year’s plan. After final plan 
approval, NAO managers spread the first year’s planned costs and reve¬ 
nues over the full year on a quarterly basis. 

MANAGEMENT ASSESSMENT 

Mr. Breyfogle commented: 

I think that the good features of this system far outweigh the bad, and I have 
no intention of dropping the IPC approach. We are running a billion dollar 
company employing nearly fifty thousand people from here in Toronto 
with a headquarters of only 120 people including all staff and clerical 
workers. 

However, in recent years a situation has developed which is blocking the 
smooth functioning of IPC. Our sales forecasts have been off, and this 
created problems, complicated by slow response times, with inventory con¬ 
trol, facilities planning, etc. The operations units have begun to slip away 
from a reasonably uniform planning and control system, and if this trend is 
not stopped we may find that we are managing badly or ineffectively here at 
headquarters. I think that these problems may actually be symptoms for 
deeper problems with the application of IPC. It is towards identifying and 
attacking this deeper problem that I intend to direct my effort. 

Several of Massey-Ferguson’s top executives, both line and staff, 
agreed that the overly optimistic forecasting of sales and profit levels in 
recent years was at least partially due to the corporate emphasis upon 
growth. Mr. Thornbrough believed in setting “very, very demanding 
goals for the operations units. Mr. Staiger, who had had a long and close 
relationship with Mr. Thornbrough and acted in his behalf when he was 
absent, said that the President based his evaluations of the General Mana¬ 
gers performance not on whether or not they achieved these sometimes 
arbitrarily demanding tasks, but on how close they came to achieving 
them. Both he and I, continued Mr. Staiger, “look somewhat quizzically 
and critically at managers who year after year can hit their plans right on 
the nose. We know that we should have made it hard enough so that he 
couldn’t possibly have hit it once in awhile just on the basis of the underly¬ 
ing economic variables.” One high level executive termed the managers 
who hit their sales and profit objectives year after year “cynics.” This 
executive stated that, The ‘cynics’ think that they are putting something 
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over on corporate management, but sooner or later they will fall flat on 
their faces—and we’ll still be around.” 

Various executives cited additional reasons, besides compliance with 
Mr. Thornbrough’s demands for sales and profit growth, why the general 
managers were prone to over-forecast. Mr. Staiger noted that in recent 
years for one reason or another, there had been a shortage in the supply 
of equipment from the factories. The general managers had reacted to 
these shortages by raising their forecasts of sales by 10% or higher simply 
to be certain of receiving 80% of what they thought they could sell. Mr. 
Staiger cited the continued shortage as preventing corporate manage¬ 
ment from really cracking down on the general managers for failure to 
achieve their goals. Mr. Breyfogle was of the opinion that the IPC system 
might contain a natural bias toward optimism because the impact sum¬ 
mary so clearly identified planned results. He felt that there was a 
tendency on the part of all management to believe that no plan was 
acceptable unless it showed worthwhile improvement in market shares, 
for instance. However, he noted that there were times when you just 
couldn’t get an improvement in market share and you were doing well 
just to maintain your position. Mr. R. D. Bibow, who was recendy ap¬ 
pointed to the position of Vice President Farm Machinery, admitted that a 
poor job of sales forecasting had been done in recent years. He stated that 
the blame could not be totally laid on the operations units because they 
had had litde technical support from the group staff. It was one of his 
missions to activate the support function to help achieve good quality 
forecasts. 

Mr. William Reed-Lewis currently filled the position of Director of 
Marketing—Farm Machinery which was vacated by Mr. Bibow on his 
promotion to Vice President. Mr. Reed-Lewis agreed with several other 
executives that the corporate desire for substantial growth contributed to 
the general manager’s tendency to over-forecast. He stated that in his 
experience, general managers hesitated to present goals or plans which 
did not appear to support the corporation’s desires for good growth. Mr. 
Reed-Lewis stated that as the year progressed and it became evident to the 
General Managers that the planned objectives would not be reached, 
there was a reluctance on the part of the General Managers to spell this 
out in a control report to the corporation. The General Managers feared 
that this would be interpreted as a lack of commitment, both by corporate 
management and by their subordinates who also received copies of the 
monthly General Manager’s Letter. Mr. Reed-Lewis noted that in 1970, 
corporate recognition that the planned objectives would not be reached 
did not come about until the seventh or eighth month of the fiscal year. 
The General Managers had simply spread the unachieved sales and 
profits from the first quarters over the forecasts for the last quarters. 
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Mr. Reed-Lewis outlined a program designed to sharpen the opera¬ 
tions units’ ability to forecast accurately. This program was based on a 
retail sales reporting system that had been tried with some success in the 
ICM group and the North American Operations Unit of the Farm 
Machinery Group. Mr. Reed-Lewis hoped to create a computer based 
system which would enable the FM group marketing staff to maintain a 
more current awareness of all the operations units’ market performance. 
He intended to build a data base which would ultimately allow the applica- 
tion of sophisticated computer forecast techniques to farm machinery 
operations. At the moment, however, Mr. Reed-Lewis indicated that sales 
for farm equipment products exhibited a range of variances of 26-41 % of 
forecast. 

Mr. Felker, the Forecast Evaluation Manager, noted that the problems 
arising from the poor quality of sales forecasts were widely recognized 
among all levels of management. These errors led to eroded returns on 
assets through premature capital expansions, excessive purchasing com¬ 
mitments and inventories, and unnecessary capital charges. Mr. Felker 
thought that prompt remedial actions could mitigate much of the damage 
to the return on assets, but in the past the responses had been too slow in 
forming and taking effect. Mr. Felker observed that remedial actions 
often had to be initiated prior to the third quarter of the fiscal year if one 
expected to receive the benefits of such action for even as much as the last 
quarter. 

In a move to reinforce the General Managers’ commitment to achiev¬ 
ing their planned objectives, Mr. Breyfogle had suggested to them that 
they build into their goals and plans a bit more flexibility. Though Mr. 
Breyfogle insisted that a goals commitment, once agreed-upon, was abso- 
lute, he was of the opinion that the goals set should fully reflect the 
uncertainties involved. Mr. Breyfogle cited the use of probabilities ap¬ 
plied to expected profit impacts as one means to inject flexibility. 



Case 2 


The State Street Boston 
Financial Corporation* 

The long-range planning program of the bank is a company wide undertak¬ 
ing aimed at determining how to achieve top management’s objectives 
through a program of planned growth. In particular, the planning program 
should facilitate the development of strategies to meet these objectives in 
view of the need to allocate the bank’s available resources between existing 
traditional bank business and its response to its customers’ demands for new 
products. 

The need for sound planning practices will continue to intensify in view of 
the rapidly changing environment in which the bank will be seeking to 
consistently improve its growth and profitability. Furthermore, the expand¬ 
ing size and complexity of the organization, coupled with increasing com¬ 
petition from both within and outside the banking industry, will accelerate 
the frequent necessity for making major decisions which will significantly 
commit the bank’s resources for long periods in the future. 

The above excerpt from the statement of “Purpose and Objectives” of 
the Corporate Long-Range Planning Manual of the State Street Boston 
Financial Corporation reflected the management philosophy of George 
B. Rockwell, who in April 1971 became Chief Executive Officer of the 
one-bank holding company which owned the State Street Bank and Trust 
Company. It also provided an indication of the mission Richard Gallant, 
Vice President, was asked to assume as Corporate Planning Officer in 
January 1972. 

Mr. Gallant was concerned during his first few weeks in this new job 
about how he should define his position, how he should apply his knowl¬ 
edge of the bank’s various operations, and how he should capitalize on his 
reputation and talents for getting new management systems installed and 
operating in a short period of time. 

STATE STREET BANK AND TRUST COMPANY 

The State Street Bank and Trust Company, since its inception in 1792, 
had been an important factor in Boston financial circles. Historically, the 

* This case was prepared by Ms. Patricia Rapoport and Mr. Robert Schultz under the 
direction of Assistant Professor Robert W. Ackerman. 

Copyright © 1972 by the President and Fellows of Harvard College 
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bank had stressed loans to other financial institutions and to commerce 
and industry and as a result had been “interest sensitive”—a change in the 
prime interest rate had a dramatic impact on earnings. Beginning in 
1924, State Street also developed strong ties to the mutual fund industry 
becoming in time the world’s largest mutual fund service agent which 
meant, in essence, performing the bookkeeping function and acting as 
custodian for the funds. In addition to fees and commissions, the bank 
also obtained substantial demand deposits in this way. Trust, investment 
and agency services for individuals, corporations and institutions pro¬ 
vided a third major source of income. State Street, on the other hand, had 
been limited by law to Suffolk County in retail banking and this type of 
business had not been an important factor for the bank. 
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In 1961, the Rockland-Atlas National Bank, a smaller but more rapidly 
growing bank with seven offices in Suffolk County, was merged into State 
Street. Under the strong leadership of H. Frederick Hagemann, formerly 
President of Rockland-Atlas and subsequently President and Chairman 
of the Board of the combined organization, the bank began to enlarge the 
scope of its business. Diversification into certain banking functions, par¬ 
ticularly savings accounts and mortgage loans, had been inhibited by the 
fact that historically a high proportion of the bank’s shares were owned by 
savings banks. Although declining over time, these interests continued to 
own about 40% of the shares in 1972. In addition, several directors were 
also officers of savings banks. 

A massive conversion to computers was completed in 1964 enabling 
the bank to become a pioneer in extending data processing services to 
financial institutions, mutual funds, trust accounts, and others. It was 
hoped that this capability would forestall the trend, especially among 
mutual funds, to take their business to computer service bureaus. A 
wholly owned subsidiary, State Street Bank Boston International, was 
established the following year to meet customers’ expanding interna¬ 
tional financial needs. In 1966, the bank joined a nationwide credit card 
system by launching the State Street BankAmericard. In 1969, the Auto¬ 
mated Customer Services Division was created to provide computer ser¬ 
vices to commercial accounts. 

Then in June 1970, a one-bank holding company was established to 
hold the stock of the bank and three new operating subsidiaries, the State 
Street Boston Securities Services Corporation (to sell securities collection 
and clearing services to the financial community); the State Street Boston 
Credit Company, Inc. (to raise funds for bank lending through the sales 
of commercial paper); and SSB Investments, Inc. (to invest equity funds 
in venture capital markets). In addition, a bank was opened in Munich, 
Germany to conduct international commercial banking as well as to ser¬ 
vice the mutual funds industry in Europe. 

Despite the enthusiasm with which new ventures were undertaken, not 
all of them were as successful as originally envisioned. Lower earnings in 
1970 and 1971 were attributed in part to unsettled economic conditions 
which depressed loan activity in New England. However, internal prob¬ 
lems played a part as well. In particular, the BankAmericard Department 
incurred losses due to operating problems and larger than anticipated 
fraud and credit losses. The Munich office, which had been staffed in 
anticipation of increasing volume, fell prey to a 95% decline in offshore 
mutual fund sales due to the well-publicized failings of certain funds, and 
the stock market decline. As a result the staff was halved. 

Nevertheless, management remained committed to growth and in¬ 
creased diversity of services through “the maximization of ideas for the 
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purpose of generating opportunities.” A goal of performing in the top 
quartile of 22 leading banks had been publicly stated. Although State 
Street’s performance had fallen below the average of this reference group 
in 1970-71 as shown in Exhibit 1, management was confident that relative 
performance would indicate a substantial improvement in 1972. Finan¬ 
cial performance for recent years is reflected in Exhibit 2. 


GEORGE B. ROCKWELL 


During this period of realignment and expansion of the bank’s ser¬ 
vices, Mr. H age man n also moved to strengthen the organization and 
introduce new management systems into operations. In 1963, George 
Rockwell was hired from IBM as Vice President of the Computer Services 
Division. Under his direction in that capacity and later as senior and then 
executive vice president, a number of management techniques were 
introduced which had been extensively used in manufacturing industries, 
but had seen little application in banking. Mr. Hagemann, however, 


Exhibit 2 The State Street Boston Financial Corporation 

Ten-Year Financial History 

Year End Totals 1971 1970 1969 1968 


Deposits 

$966,471,686 

Cash and U.S. Govt, securities 

350,473,340 

Loans 

613,558,186 

Total capital accounts 

05,772,154 

Daily Averages 

Deposits 

942,850,000 

Loans 

609,375,000 

Yearly Results 

Total Operating income 

92,507,418 

Income before securities gains 
(losses) 

8,395,465 

Securities gains (losses) less 
related tax effect 

235,606 

Significant Ratios 

Income before securities gains 
(losses) to total operating 
income 

9.1% 

Income before securities gains 
(losses) to equity capital 
(average) 

9.8% 

Loans to deposits (average) 

64.6% 

Total capital to deposits 
(average) 

11.2% 

Per Share Data 

Income before securities gains 
(losses), on average out¬ 
standing common shares 

$4.20 

Regular dividends declared 

2.40 

Equity capital at year end 

43.73 


$1,017,467,782 

424,895,506 

592,007,865 

104,796,351 

$939,097,550 

378,487,508 

579,911,768 

100,269,665 

$985,407,506 

396,787,724 

546,710,838 

75,886,892 

820,460,000 
581,387,000 

861,049,000 
564,370,000 

878,857,000 

502,739,000 

94,992,384 

82,263,310 

64,426,863 

9,300,856 

9,596,198 

8,767,651 

353,678 

406,664 

(210,531) 

9.8% 

11.7% 

13.6% 

11.3% 

70.9% 

12.3% 

65.5% 

11.8% 

57.2% 

12.5% 

11.0% 

8.4% 

$4.63 

2.40 

42.23 

$4.78 

2.40 

39.97 

$4.37 

2.40 

37.79 
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continued to exert a commanding influence in important operating and 
policy decisions. 

In March 1970, Mr. Rockwell became President and the following 
year, at the age of 45, chief executive officer of the bank. His selection to 
head the second largest Boston bank caused a stir in the financial press: 

The important story behind Rockwell’s promotion is its implication for the 
banking industry generally and State Street in particular. He is the first 
“computer man” to become a top banking administrator. But that is really 
only the tip of the iceberg and Rockwell is quick to say that the computer is 
nothing more than a tool. . . . 

The real point is that Rockwell is a manager, in the modern sense of the 
term. He is an organization man rather than being exclusively a financial 
man, as very often has happened in banking. . . . 

Rockwell sees the establishment of management by objectives not only for 
the entire organization but for the individual as well as the way to encourage 
and utilize the young managers who are now moving into the business. 
There’s enough growth (“we’ve got a thousand more employees this year 
than we had last”) and pay (“if Fidelity Management can pay 50 grand for a 
good man, I don’t see why we can’t”) so that the young may stay interested a 
long time. . . . 


1967 

1966 

1965 

1964 

1963 

1962 

$876,802,678 

344,154,376 

463,725,169 

69,575,803 

$696,544,517 

282,787,868 

420,681,268 

68,423,510 

$682,042,048 

296,920,921 

384,427,982 

63,320,761 

$615,999,459 

264,086,222 

341,010,864 

63,320,761 

$579,522,682 

259,365,294 

320,505,635 

61,202,098 

$529,396,346 

242,913,172 

305,581,782 

59,323,932 

743,252,000 

426,560,000 

654,856,000 

409,373,000 

598,703,000 

369,088,000 

534,237,000 

318,867,000 

503,380,000 

308,495,000 

487,413,000 

270,523,000 

50,957,964 

44,801,806 

36,141,925 

31,900,018 

29,091,108 

28,593,239 

7,406,051 

6,335,554 

6,783,654 

5,914,768 

5,228,973 

5,027,307 

3,980 

(288,622) 

(332,700) 

(65,019) 

154,527 

110,289 

14.5% 

14.1% 

18.8% 

18.5% 

18.0% 

17.6% 

10.4% 

57.4% 

9.1% 

62.5% 

10.1% 

61.6% 

9.5% 

59.7% 

8.7% 

61.3% 

8.6% 

55.5% 

9.6% 

10.6% 

11.2% 

11.7% 

12.0% 

12.0% 

$3.69 

1.90 

35.97 

$3.15 

1.80 

34.65 

$3.38 

1.64 

34.07 

$2.95 

1.55 

31.53 

$2.60 

1.45 

30.48 

$2.50 

1.43 

29.54 
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Exhibit 3 

THE STATE STREET BOSTON FINANCIAL CORPORATION 

Incentive Compensation System 

The incentive compensation system developed in 
1969 at State Street has three components: 

a. The bank’s performance relative to those 22 banks 
against which it was compared. 

b. The organization unit’s performance relative to its 
budget. 

c. The individual’s performance relative to the 
objectives he had set for himself. 

The weight given to each and the proportion of 
incentive relative to salary varied by position and indi¬ 
vidual. In general, however, managers fell into one of 
four categories: 

Line 

Perform- Corporate Division Operating Corporate 
ance of Officers Managers Officers Staff 


Bank 

100% 

40% 

40% 

40% 

Unit 

— 

40 

30 

20 

Individual 

— 

20 

30 

40 


The compensation system was managed by the 
Salary Committee composed of the President, Chairman 
and five outside directors with the following staff officers 
in attendance. 

First Vice President and Corporate Staff 
Coordinator 

Vice President and Corporate Planning Officer 

Vice President and Comptroller 

Assistant Comptroller (Corp. Budget Administrator) 
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“Those banks that can mobilize funds are the ones that will move ahead 
successfully,” he said. He thinks State Street can use its services to customers 
as ways of generating cash flow through the bank and even sees such 
functions as the finding of venture capital and setting up of computer 
programs as sources of fees. 1 

At the time of Mr. Rockwell’s elevation to chief executive officer, Mr. 
Hagemann, 65, retired as Chairman to be replaced by John Nichols, 58, 
formerly vice-chairman, who also continued to supervise the mutual fund 
and money management divisions. Membership on the Executive Com¬ 
mittee of the Board, which met weekly, and the Trust Committee, which 
met biweekly, remained essentially unchanged. 

Although discouraged by the Board from making major organiza¬ 
tional changes during his first year as President, Mr. Rockwell took 
several other actions to insure that his managerial approach became an 
integral part of the bank’s operations. For instance, increased attention 
was given to the recruitment of MBA’s, and a new incentive compensation 
system, under development since 1969, was given increased impetus. 2 
Then in 1971, two division manager positions (Credit and Loan and 
Mutual Funds) were filled, a new vice president was appointed to head the 
BankAmericard Department and the Mutual Funds Division was reor¬ 
ganized. Finally, the corporate planning office was created and staffed by 
Mr. Gallant and one assistant. Organization charts for the holding com¬ 
pany and the bank are shown in Exhibits 4 and 5. A description of the 
activities of each division is provided in Exhibit 6. 

The following comments provide an indication of the context in which 
these organization changes took place: 

Mr. Rockwell places exceptionally heavy reliance upon extensive, detailed, 
mathematical data to measure performance in every aspect of the bank’s 
operations, to set objectives for the future and to fix with precision the 
degree of progress toward those goals. 

An integral part of this process is the competitive determination of execu¬ 
tive compensation. Mr. Rockwell contends that by achieving the right mix of 
planning and quantitative analysis of the performance of its top officers, 
State Street will advance through a healthy internal interaction of teamwork 
and competition. 

Some of the bank’s older officers find Mr. Rockwell’s methods cold and 
overly mechanistic, but it seems that this problem is no greater at State 
Street than at any other institution where a young man is put in charge. 
“Rockwell’s tactics have been hard on some people who have been in the 
bank for a long time, because they aren’t used to being measured so 
objectively,” says one young executive. 


1 The Boston Globe, March 24, 1970. 

2 See Exhibit 3 for description of the incentive compensation system. 
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Exhibit 4 The State Street Boston Financial Corporation. One Bank Holding Company Organization—April 1972. Formed June 15, 1970 
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Exhibit 5 The State Street Boston Financial Corporation Organization Chart—April 1972 


Most of the officers interviewed—and even some personnel below 
officer rank—are enthusiastic about Mr. Rockwell’s stewardship. The 
reason I stay at State Street is because it’s run like a corporation and not 
like a bank, and I prefer to be judged objectively,” comments one young 
man. 

The enthusiasm, however, does not seem to be accidental nor solely 
because State Street employees enjoy being judged “objectively.” Proba¬ 
bly more important is that Mr. Rockwell works hard at maintaining good 
rapport with his staff. In fact, he estimates that about 70% of his time is 
devoted to dealing with questions concerning personnel, either encourag¬ 
ing employees or recruiting talent. He sees no conflict between his precise 
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Exhibit 6 

THE STATE STREET BOSTON FINANCIAL CORPORATION 
Activities of State Street Bank Divisions 


Credit and Loan Division 

The division has primary responsibility for corpo¬ 
rate banking relationships within the United States. Its 
officers specialize in making business loans to companies 
of all sizes and in all industries. Its services include lines 
of credit, accounts receivable loans, term loans, real 
estate construction loans, merger and acquisition assis¬ 
tance, and tax collection. 

The International Department of the division has 
primary responsibility for corporate and correspondent 
banking relationships outside of the United States. It also 
serves the international requirements of domestic 
commercial customers. Its officers specialize in making 
business loans to companies and banks in various areas of 
the world. 

Depositor’s Service Division 

The division is responsible for retail banking and 
satisfies the many deposit and loan requirements of indi¬ 
vidual customers and businesses. This includes checking, 
savings, and time deposits, as well as complete loaning 
services - installment, commercial and real estate mort¬ 
gage loans. 

Automated Customer Services Division 

The division offers, a wide range of computer time¬ 
saving services to banks, credit unions, manufacturing and 
commercial enterprises, government and community 
agencies. It operates one of the largest IBM banking 
computer installations in New England and processes pay¬ 
roll, demand deposit, on-line savings and mortgages and 
other related data processing services. 
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Exhibit 6 (continued) 

Mutual Funds Division 

The division is the world’s largest service agent 
for the mutual funds industry and serves as custodian or 
agent for investment companies with assets amounting to 
over 20% of the entire industry. The division also acts as 
corporate agent in various capacities. 

Mutual fund agency services include acting as 
transfer agent, dividend disbursing agent and redemption 
agent. Custodian services include safekeeping of fund 
portfolio securities and cash, control, and daily net asset 
value computation. Corporate agency services include 
the Corporate Trustee Department for bond indentures and 
the Industrial Department which maintains corporate stock 
records. 

Investment and Financial Planning Division 

The division provides advice on money markets 
and on investments in securities which are issued by all 
levels of government. These services are an outgrowth 
of the management of the bank’s investment portfolio. 
Customers are provided advice with regard to economic 
trends and technical factors in the marketplace. 

Personal Trust Division 

The division provides complete trust, investment 
and agency services to individuals, partnerships, corpora¬ 
tions, and institutions. It acts as executor of estates, as 
trustee for various types of trust, and as investment 
advisor to individuals, corporations, institutions and 
others. Investment services are tailored to fulfill the 
specific objectives of each account. Pension and profit- 
sharing services are offered to many industrial and 
financial companies. 


Source: Company documents. 
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mathematical style of management and his aspirations for high employee 
morale and productivity. 

Although he has been working on it for eight years, Mr. Rockwell finds 
that his programs constantly need fine-tuning. Asked whether his views 
toward bank management have changed since he joined State Street, Mr. 
Rockwell replied: The major change in my own thinking is that things 
are changing so rapidly you have to be more nimble than ever. I used to 
think that with planning, everything would be all right in six months. Now 
I see it s more difficult. We need greater adaptability for short-term 
changes. We need facilities to quickly introduce changes or modify ideas 
to get things corrected. And the way to do that, he believes, is through 
good personnel well directed and well motivated. 3 

THE EVOLUTION OF LONG-RANGE PLANNING 

Although five-year planning had been initiated as a pilot program in 
the Computer Services Division in 1964 and five-year financial forecasts 
had been in existence for some years, the design of a formal bank-wide 
business plan was not attempted until 1969. As a first step, Mr. Rockwell 
selected Richard Gallant, (41), then Deputy Comptroller and Director 
of Long-Range Financial Planning, and another member of the 
comptroller s staff to work with him in the preparation of a manual to 
delineate the planning procedures. 

Mr. Gallant joined the bank in 1962 from Arthur Andersen 8c Co., with 
an initial assignment of devising and installing a responsibility accounting 
system. During the next seven years, he gained the reputation of being an 
aggressive manager who was able to get financial controls implemented. 
He had first collaborated with Mr. Rockwell earlier in 1969 in the design 
of the incentive compensation system which he then had responsibility 
for coordinating during its first year of operation. 

In general terms, planning was viewed by Mr. Rockwell as a means of 
determining how the bank’s objectives might be achieved through a 
program of planned growth. Its most important function, as the Planning 
Manual stated, was, however, more specific: 

The most important reason for implementing a long-range planning pro¬ 
gram is not compulsion, but opportunity—the opportunity to derive a 
profit from new programs of action or new ways of carrying on traditional 
bank business more efficiently and effectively. A system of planning serves 
best when it is broad enough to include not only plans for the solution to 
problems, but plans for the discovery and exploitation of opportunities as 
well. As a system, long-range planning is concerned with the management 


3 American Banker, Wednesday, November 10, 1971. 
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of ideas; it provides top management with a definite vehicle for gathering, 
analyzing and interpreting ideas; and j fusing them into solid, profit making 
courses of action. 

As a consequence, a focal point for planning at the division level was the 
generation of Major New Ventures, defined by the Planning Manual as: 

A proposed undertaking unrelated to existing activities or which represents 
a significant extension or supplement to an existing activity and is consid¬ 
ered to be of such importance that it should hold priority over all other 
programs and projects for your division. The undertaking may be either 
revenue producing, operational, cross selling of services between divisions 
or other matters of significance. 

Each division was required to submit one Major New Venture as well as 
other programs of lower priority as part of its plan. A separate project 
priority reporting system” was developed for projects drawing on work¬ 
ing capital to the extent of $25,000 or more to provide corporate man¬ 
agement with the means of evaluating them and setting priorities for 
subsequent implementation. 

The Planning Manual specified the following framework for division 
plans: 

1. Mission 

2. Objectives 

3. Goals 

4. Guidelines (policies) 

5. Environmental assumptions 

6. Position audit 

7. Major new venture 

8. Other programs and projects 

9. Problems and challenges 

10. Definition of needs 

11. Alternative strategies 

The plans were to be formulated in the context of previously articulated 
corporate objectives, goals, guidelines and environmental assumptions. 
Provision was also made for reconciling the first year of the detailed 
financial summary accompanying the plan with the budget for the next 


Although a trial run was made in 1969, the first full-blown planning 
cycle occurred in the spring of 1970. Each division manager was asked by 
Mr. Rockwell to prepare a plan to be presented at a three-day Planned 
Growth Conference in June attended by all senior bank officers. Al¬ 
though sparingly requested, help was available in interpreting the plan- 
ning manual from Messrs. Rockwell and Gallant. 
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The results of the 1970 planning efforts were disappointing. While the 
formal process was presumably followed, the plans contained little more 
than financial extrapolations of the short-term budget outlook. One 
participant of the Planned Growth Conference remarked, “it was a real 
show—pictures, music, the works.” More specifically, the Major New 
Ventures tended to be of minor significance. Further investigation dis¬ 
closed that, with few exceptions, the division managers or their financial 
assistants had prepared the plan with little involvement of subordinate 
line and staff personnel. 

In 1971, Mr. Rockwell put increased emphasis on the generation of 
new projects utilizing the “project priority reporting system.” To em¬ 
phasize the importance of the Major New Venture, the format for the 
Planned Growth Conference held that year in March, was changed to 
include presentations of the best two ventures and the best long-range 
plan. Time was also devoted to a discussion of the Management by 
Objective Program introduced by Mr. Rockwell. The long-range financial 
plan was then assembled during the next five months by the divisions and 
consolidated by the Controller’s Department. While an improvement, the 
second planning cycle continued to fall short of the long-range strategic 
view intended by the planning manual. 

One benefit, however, was the generation of a considerable number of 
investment proposals. Those projects which appeared to Mr. Rockwell to 
warrant serious attention were frequendy assigned to a task force, usually 
composed of younger managers in the bank, for further study. The 
results of these investigations, which followed a general format, spelled 
out in the project priority reporting system manual, figured heavily in the 
eventual decision to proceed or hold off on the venture. 

In the fall of 1971, Mr. Rockwell selected Mr. Gallant to be Vice 
President of Corporate Planning. He also appointed a Planning Commit- 
tee to look after the planning function and insure that it extended its 
concerns beyond financial forecasting. It was composed of Mr. Rockwell 
(as chairman) and Mr. Nichols as permanent members, three members- 
at-large to serve for one-year terms (Messrs. Benson, Merrill and Miller 4 
for 1972) and ex officio, Mr. W. B. Walker 5 and Mr. Gallant. The Corpo¬ 
rate Planning Office was vested with the privilege of convening the 
committee to recommend courses of action and policy changes to the 
chief executive. 

The Planning Manual defined the planner’s job in these terms: 

The ultimate responsibility for all the planning activities of the bank lies 

with the chief executive who is to be assisted in this task by the corporate 

4 Division Head of Automated Customer Services, Subsidiary Manager of SSB Investments, Inc., 
and Division Head of Credit and Loan respectively. 

5 First Vice President and Corporate Staff Coordinator. 
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planner. The primary responsibility of the corporate planner is to act as the 
communicating and coordinating link between all parties involved in the 
planning process. It is his function to see to it that the planning gets done, 
and done effectively. 

Mr. Rockwell commented on three additional tasks he had come to feel 
were important: 

First, I would like him to evaluate and analyze the marketplace for oppor¬ 
tunities and trends and advise management of his findings. However, that 
doesn’t mean he should consider himself a specialist in any area. Second, he 
should motivate planning from the bottom of the organization. And third, 
he should provide me and the division managers with advice and counsel 
but without putting himself in a position—actual or perceived—of power. 
His job is not to direct action. 


MR. GALLANT VIEWS HIS JOB 

Several weeks after Mr. Gallant assumed his new position and moved 
into Mr. Rockwell’s old office in the executive suite, complete with adjoin¬ 
ing conference room, he outlined for the researcher the tasks he felt he 
should undertake: 

Coordinate the formal process. 

As coordinator of planning, in effect, all strategic plans are sent here 
directly. Financial plans initially go to the Comptroller, but finally end up 
here also. My job is to evaluate and assess these plans and advise manage¬ 
ment of my conclusions. 

Act as a catalyst to encourage creative planning. 

My job is to identify opportunities as opposed to problems. It is here that I 
think the corporation is beginning to lose sight of the fact that the primary 
objective of the planning process is to maximize ideas in order to generate 
opportunities. 

In fact, what I see happening is that managers spend their time studying 
problems, meeting after meeting, rather than studying opportunities. I 
have to attempt to steer them away from the problem orientation to more 
innovative thinking that will result in changes which will in turn satisfy the 
business goals of the bank. 

I am beginning to see that the education job is going to be a real time- 
consumer. At the last planning committee meeting I asked each committee 
member to provide me with a memo listing what he thinks the bank s 
priorities should be. At first reading I was astounded. All of the items were 
problems, none of them were opportunities. I think they are missing the 
point of strategic planning, even though they have all sat in on the training 
and education sessions. 

Advise the Chief Executive Officer. 

When a specific division submits his plan, strategies, and goals, I see mysel 
advising the Chief as to whether they are in line with his philosophy of 
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management by objectives; are they innovative goals? Will the strategies 
proposed actually achieve those goals? 

Ideally, divisions should present their plans to me. I will then counsel the 
Chief as to my judgment of the plan. I will also informally advise the division 
manager of how he may best satisfy his audiences—the Chief and the Board 
of Directors. It is the Chief’s prerogative then to determine what is reason¬ 
able, and whether or not he wants me to provide my evaluation to the 
manager. 

Evaluate the organization. 

It is part of my job with other members of management to evaluate product 
lines, determine strategies through “what if, ivory tower” planning, but 
within the realm of reality, and come up with best possible mix of products 
and strategies. 

The next thing to do is determine if the organization is set up to implement 
those strategies. Are we properly and effectively aligned? 

I would not see my job as being concerned about the quality of management. 

I do not think I could make a judgment about a manager. But, if I did see 
that there was an advantage, long-run, to centralizing a function, I would 
recommend it—but not who should fill the position. 

Monitor the various management systems. 

There is a constant danger that management by objectives and incentive 
compensation programs will be misinterpreted. The basic problem with 
incentive compensation, for example, is that a short-term financial orienta¬ 
tion may arise when some of the long-range goals are intangible. I must 
work closely with the Personnel Division and the Chief Executive in review¬ 
ing division goals to insure that strategic factors are not slighted or over¬ 
looked. 

Evaluate major new ventures and act as an advocate of new ideas. 

Feedback on ideas has been a problem. One purpose of having this office 
which can spend almost full time on strategic planning, is that we could 
study ventures in detail, list them by priority in our best judgment and then 
sit down with Rockwell and request his opinion. Rockwell can then ask me to 
discuss his opinion with the division managers. I can do this on a more 
timely basis and am able to give the divisions faster feedback on how he feels. 
Organize and systematize the diversification process. 

This is the one office which is formally responsible for having knowledge 
about who is researching what areas, and what the status of this research is. 

By preparing a periodic status report, I can coordinate these activities while 
permitting a free flow of ideas. The President then doesn’t have to go to a 
division head. He comes to me to request research of a specific area, to 
assign the area to a specific division, and to assess the status of the research. 

There was one further task that Mr. Gallant was anxious to undertake, 
although he felt it might be controversial. Based on his knowledge of 
various segments of the bank, he wanted to provide advice on various 
tactical matters to the divisions. To play this role he thought it would be 
necessary to talk directly with managers down in the organization without 
the presence of their superiors. 
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In theory it is wrong, a violation of organizational principles, of the line 
manager’s prerogative to manage his own people. But I think if I can do it 
with his awareness and permission, but without his presence—and I would 
only do it on a selective basis where I know the managers reasonably well—I 
would still like to do so. 

It depends on the degree of confidence he has in me as an individual. Most 
would want to be there and then I don’t know if I w r ould want to do it. Their 
subordinates might not be able to open up to me. They must believe in my 
integrity and believe that I can give them some ideas to help them in their 
particular area. 

In addition to these planning activities, Mr. Gallant also attended the 
Salary and Budget Committee meetings. He saw one aspect of his func¬ 
tion there as that of reviewing the goals proposed by the various managers 
under the incentive compensation system and making recommendations 
regarding feasibility and orientation in an attempt to avoid targets which 
were too short-term oriented and neglected long-term strategic goals. 


REACTION TO PLANNING 

The need for planning appeared to have gained wide acceptance in the 
bank. For instance, Mr. Woodworth, formerly in charge of the Credit and 
Loan Division and currently chairman of the Executive Committee, 
commented: 

Long-term planning is needed to determine how you want to expand your 
business; to determine the manpower required for the expansion; and to 
establish contingency plans in the event problems arise. 

Mr. John Benson, recently appointed head of the Automated Cus¬ 
tomer Services Division, noted some additional benefits: 

Historically, banking had some pretty solid trends that were relatively easy 
to follow, for example, deposit and loan growth. We are now in a period 
when historical projections have become less reliable and thereby less valu¬ 
able. The planning exercise has helped us in every division to start thinking 
about how our business is changing. 

Another manager reflected on the stress placed on the plans by Mr. 
Rockwell: 

I don’t know how men could exert more pressure. I don t have experience 
with what a manufacturing firm would do, but here it involves calling in a 
man from an ineffective area and saying, “This was your plan, you’re off 
target. I want a new plan and you’ll live by it. If that plan doesn t meet 
corporate goals, you will go back and do your homework; tell me whether to 
sell the business, merge with another division, set up a special subsidiary, or 
bring in a new manager.” 

He is no dictator. He will ask if he is being reasonable, “Is it fair to ask you to 
give me a plan you can live with?” 
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Although the need for long-range planning was recognized in the 
corporation, there was less agreement on the role of the corporate plan¬ 
ner. Mr. Woodworth stated one extreme: 

There is no real need for a separate corporate planner. He should be the 
Chief Executive Officer, since only he can make the decisions and he must 
hang with them. However, if a planner does exist, he should be an account¬ 
ant who just adds up and consolidates the division’s numbers. How can he 
evaluate a line manager s decisions without any background or experience 
in the business? It is the line manager’s responsibility to identify market 
needs and plan to fulfill them. 

Mr. Benson had a different view and stated that the corporate planner 
should coordinate the planning process and act as a stimulant to the 
decision process by presenting new ideas for discussion: 

I think the best thing the planner can do is to pull stuff together so that 
people can explain it and make some decisions, clarify the options, and 
come up with some analysis of what other banks are doing, and how and why 
they are performing in the way they are. 

He should also be concerned with working with division managers on the 
strategy things for the long run. However, he should not be concerned with 
how we [division managers] are going to get it done. I report the results and 
tell Rockwell why I did or why I did not do it. He [the planner] certainly 
should never get into the position of judging people on their performance. 

here is this temptation because of his close involvement with top manage- 
ment. For him to be successful as a planner, he must have the confidence of 
the guys who are actually responsible for generating the plan. 

Consequently, he has to figure out how he can work closely with top 
management without alienating the division managers. A planning process 
does not occur by edict. It is worked out with line management. No staff guy 
can call me up and tell me what to do. His strength will come from maintain¬ 
ing a low profile by presenting things for discussion and withholding opin- 
ions as much as possible. 

PUNS FOR PUNNING IN 1972 

In the final weeks of 1971 Mr. Gallant worked out with Mr. Rockwell 

the strategic and financial planning activities reproduced in Exhibits 7 
and 8. 

One major change from previous years was the function of the Planned 
Growth Conference. Scheduled for May 21-23, the three-day meeting 
was to be devoted to the study of nine topics considered to be of critical 
importance to State Street. During the second day, seven-member teams 
were to analyze the bank’s position in each area, guided by suggested 
issues tor study, and make whatever recommendations they felt were 
appropriate. Each team was also to identify at least one new prod¬ 
uct/service line during the presentation scheduled for the third day. 
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Exhibit 7 THE STATE STREET BOSTON FINANCIAL CORPORATION 


Strategic Planning Timetable 


Activity 

Target Dates 
1972 

Strategic planning period—Divisions and subsidiary corporations 
solicit ideas from their staffs relative to possible new business 
opportunities and methods for solving current problems 

Jan. 4- 
May 1 

Prepare and circulate environmental assumptions for the planning 
period 1972-—1976 

Feb. 23 

Divisions and subsidiary corporations submit major new ventures 
and other programs and projects 

Mar. 1 

Top Management to provide feedback to the divisions and subsidiary 
corporations relative to project priorities 

Mar. 31 

All divisions and subsidiary corporations submit Division Position 

Reports for Planned Growth Conference 

May 1 

Planned Growth Conference 

May 21- 
May 23 

Source: State Street Planning Manual, 1973. 


Exhibit 8 THE STATE STREET BOSTON FINANCIAL CORPORATION 

Financial Planning Timetable 


Activity 

Target Dates 
1972 

Line divisions and subsidiary corporations submit selected statistical 
data for use by staff and operating divisions 

June 14 

Line divisions and subsidiary corporations submit long-range plans to 
director of long-range financial planning* 

June 30 

Staff and operating divisions submit long-range plans to director of 
long-range financial planning 

July 17 

Comptroller’s to prepare consolidated financial statements 

Aug. 1 

Comptroller’s to prepare profit center statements and make 
distribution to profit center managers as applicable 

Aug. 1-15 

Profit center managers to review 5 year profit and loss statements 
and bring any questions or proposed changes to the attention of 
Comptroller’s management no later than August 30 

Aug. 30 

Comptroller’s to submit final long range plans to Corporate 

Planning Office 

Sept 15 

Support divisions review and sign off on line division/subsidiary plans 
and vice versa 

Sept. 29 


*The Director of Long-Range Financial Planning reports to the Comptroller of the bank. 
Source; State Street Planning Manual, 1973. 
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The first team, comprised of Messrs. Rockwell, Nichols, Walker, 
Miller, Benson, Merrill, Lewis and Gallant, were to examine “where 
should SSB Financial Corporation be headed?” Captains chosen for the 
remaining teams were asked to select three managers from the list of 
invited participants and submit their names to Mr. Gallant. Should a 
manager be requested more than once, he was to select the topic he 
preferred. The remaining three slots were then to be filled by a special 
task force of the Corporate Planning Committee. This procedure was 
adopted to encourage a feeling of participation in the planning process as 
well as to increase the quality of the workshop sessions. 

By March 1, the divisions and subsidiaries were to submit Major New 
Ventures and other programs to the planning office. Top management 
feedback was to be given by the end of the month. “Position papers,” 
summarizing division strategy and providing preliminary financial fore¬ 
casts were then to be submitted by May 1. 

Final division plans were to be submitted to the Director of Long- 
Range Financial Planning by June 30. During this period and later, while 
the Comptroller’s Department consolidated the plans and broke them 
down into profit center statements, Mr. Gallant anticipated that infor- 
mally he should provide the divisions with guidance in establishing profit 
targets and relating financial forecasts to supporting strategies. 

In September after line division plans had been formally delivered to 
the Corporate Planning Office, support division heads (Personnel, Ac¬ 
counting, etc.) were to review and “sign off’ on them. Similarly, line 
division heads were to sign off on support division plans. The purpose of 
these joint reviews was to insure that the interdivisional implications of 
forecasted activity levels were anticipated throughout the bank. 

In October, Mr. Gallant andcipated that Mr. Rockwell would meet with 
each division manager to review the plan in the light of corporate goals. 
The meeting would also serve as a preliminary goal-setting session prior 
to the development of the budget for 1973. 

These procedural steps in the upcoming planning cycle described 
some of the formal tasks Mr. Gallant realized he would be involved in 
during the coming months. He was aware, at the same time, that the 
planning system did not constitute a full description of his role at State 
Street. It was to this larger issue that he turned his attention in January 
1972. 



Case 3 


The Quaker Oats Company* 

Harry T. Ambrose had recently been appointed The Quaker Oats 
Company’s Director—Long-Range Planning. An MBA with nine years 
of managerial experience (but no previous exposure to the management 
of formal planning systems), in early 1971 Mr. Ambrose had the 
task of guiding the company through what was essentially the initiation of 
formal, long-range planning. 

THE COMPANY 

During the five-year period ended June 1970, Quaker Oats’ per-share 
earnings grew at an average annual rate of 11 %. That performance was in 
striking contrast to the company’s record in the five previous years, when 
earnings were almost on a plateau, and represented one of the best 
records achieved in the packaged-food industry in the second half of the 
1960s. Exhibit 1 presents a five-year review of Quaker Oats’ financial 
performance. 

A highly successful product-development program was the principal 
contributor to the improved earnings record of the company. Out offiscal 
1970’s revenues of $598 million, the company spent $7.4 million on 
research and development, 21% higher than in fiscal 1969 and almost 
twice the amount spent five years earlier. Management felt that those 
expenditures were fully justified by the success achieved in the introduc¬ 
tion of such new products as Aunt Jemima Complete Pancake Mix, Aunt 
Jemima Frozen French Toast, Quaker Instant Oats, King Vitamin (a 
nutritional cereal for children), and Ken-L Ration Burgers. 

Also contributing to the company’s improved earnings record was 
management’s decision to minimize commodity operations and em¬ 
phasize consumer-product areas in order to take greater advantage of the 
company’s marketing capabilities. The decision to reduce commodity 
operations resulted in the divestiture of a line of country elevators in 1967 
and a sizable feed operation early in 1969 and the acquistion of Fisher- 

* This case was prepared by Ronald M. Hall, Research Assistant, under the supervision of 
Professor Richard F. Vancil. 

Copyright © 1971 by the President and Fellows of Harvard College. 
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Price Toys, a manufacturer of toys for preschool children, later that year. 

In addition, Quaker made several acquisitions outside the United States, 
including pet food companies in England and Canada and a leading 
manufacturer of chocolate in Mexico. 

In recognition of the change in the company’s product line and the 
broadening scope of its operations, Robert D. Stuart, Jr., the President 
and chief architect of Quaker Oats’ growth since 1962, announced in 
September 1970 a reorganization of the company’s management struc¬ 
ture. The reorganization decentralized all operations into four major 
profit centers called groups: grocery products (United States and 
Canada), international grocery products, industrial and institutional 
products, and toys and recreational products. Mr. Stuart stated that the 
toy and recreational group would be expanded considerably by means of 
internal growth and acquisitions. The decentralized corporate structure 
was expected to facilitate the implementation of top management s plans 
to continue to expand and diversify the enterprise. Exhibit 2 presents 
Quaker Oats’ management structure prior to, and after the 1970 reor¬ 
ganization. 

PLANNING HISTORY 

Quaker began long-range planning in fiscal 1965. The plans created 
that year, and annually thereafter, were primarily numbers-oriented 
estimates of income and requirements of capital. Emphasis was placed on 
the first year of the annual, three-year plans; the last two years were more 
or less extrapolations of the first year. Concentration was on existing 
businesses, which were treated in great financial detail. 

Initially, responsibility for supervision of both long and short-range 
plans reposed with a director of corporate planning. However, the corpo¬ 
rate planner’s heavy involvement in acquisition studies and negotiations 
coupled with his limited staff capability forced him to rely upon the 
controller’s office for staff support in supervising, reviewing and con¬ 
solidating the company’s plans. By mid-1968 responsibility for short- 
range planning (annual two-year plans) had been shifted to the corporate 
controller’s office, which created a department entitled Profit Planning & 
Analysis (PP&A) to handle the task. Responsibilities for long-range plan¬ 
ning and acquisitions were split. When the director of long-range plan¬ 
ning left the company in early 1969, the long-range planning position was 
left vacant. 

Robert A. Bowen, Vice President and Controller since the mid-1960s, 
stated that while he had been in a position to directly influence the 
company’s planning he had endeavored to gain a more explicit grasp of 
what made the business tick. He had collected, through the planning 
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Board of 
Directors 


President and 
Chief Exec. Officer 



R. D. Stuart, Jr. 


Senior V. P. 
Fin. and Plan. 


W. F. Guinee 

V. P. & Controller - R. A. Bowen 
V. P. & Treasurer - R. D. Denison 
V. P. & General Counsel - M. E. Olsen 
Dir. - Long-Range Planning - H.T. Ambrose 
Dir. -Business Development - P. B. Fritzsche 


Group V. P. 
Internationa! 


Lat. Amer. and Pac. 
Europe 


Group V. P. 

Toys and Rec. Products 
F. Schell, Jr. 
Fisher-Price 


V. P. - Corp. Affairs 

R. N. Thurston 
V. P. - Personnel 

T. B. Bartel 

V. P. - Dis. & Operns. Res. 

S. Flint 
Secretary 

W. F, Debelak 


Group V. P. 
Indus, and Inst. 


A. McClure 

Chemicals & 

Indust. Prdts. 
Burry & Inst. Prdts. 
Restaurants 


Senior V.P. 
Oper. and Admin. 


J. D'Arcy, Jr. 

V. P. - Operns. 

R. H. Glantz 
Dir. - Q. A. 

F. A. Dobbins 
V. P. - Eng. 

L. Michael 
V. P. - Purch. 

R. Ramsland 


Group V. P. 
Grocery Products 


□ 


K. Mason 

Cereals 
Pet Foods 
Froz. Fds., Mixes, 
Corn Prdts. 
Canada 


Exhibit 2B The Quaker Oats Company Executive Reporting Relationships 


process, detailed quantitative indicators of product group P er £°™*? Ce 
over the previous 3-A years. The “back data,” as he termed this infor¬ 
mation, included historical comparisons of product expenses and asset 
utilization. In addition, Mr. Bowen had accumulated^ 
mation on ten of Quaker Oats’ chief competitors. He had ^ istrl ^ d 
relevant portions of the back data to Quaker’s managers annmtily as a part 
of the planning process. Mr. Bowen intended to contmue his practice 
which he believed aided operating managers m formulating realist 

° P HoweverTn 1969 overall responsibility for Quaker’s long-range plan¬ 
ning processes was assumed by W. Fenton Guinee. Previously, the Vice 
Prefident-Marketing Services, Mr. Guinee had recently been appointed 
to the position Group Vice President—Corporate Development. (In Sep¬ 
tember 1970 his title was again changed to Senior V.P. Finance & an- 
ning ) After, in his words,*"taking awhile to figure out what long-range 
planning was. . . through reading and discussion with the president and 
business school contacts,” Mr. Guinee decided that Quaker needed more 
strategic thinking and fewer numbers in its plans. He characterized the 
compLy as evolving from a rather homogeneous business to a montage 
of partial profit centers and functional organizations in substantially 
different businesses and having different needs. Mr. Guinee thought that 
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the information flows represented by plans should be altered to fit the 
changing management structure. In particular, plans should reflect the 
rationale behind operating management’s decisions and performance. 

HARRY AMBROSE’S JOB 

Following extensive discussions with the president, in September 1970 
Mr. Guinee appointed Harry T. Ambrose to the position of Director 
—Long-Range Planning. Mr. Ambrose was to aid Mr. Guinee in design¬ 
ing and overseeing a formal planning system which recognized the chang¬ 
ing management needs of the company. Mr. Ambrose was instructed to 
work closely with the head of the Profit Planning & Analysis Department 
in coordinating a formal planning system which accounted for both 
short-term and long-term planning needs. 

To guide Mr. Ambrose in his work, Mr. Guinee gave him copies of 
memorandums exchanged by Messrs. Stuart and Guinee which laid out 
their expectations regarding the formal planning system. Following is a 
summary of their position: 

1. The purpose of long-range planning was to be: 

a. Develop agreement among divisional, group and corporate manage- 
ment on written goals and strategies based on projections of long-term 
needs. 

b. Identify future resource needs of skills, personnel, organization, fi¬ 
nances, and new businesses to allow for their development in an 
orderly manner. 

2. No substantive changes in the concept, content, and administration of the 
two-year planning effort were to be contemplated. 

3. The long-range plan was to cover five fiscal years beginning after the 
current fiscal year. (Quaker’s fiscal year ran from July 1 to June 30.) The 
content of the long-range plan was to include: 

a. Description of current state of the business and of each of its major 
functional areas. 

b. Assumptions about future economy, social, and political environ¬ 
ment, technological developments, and competidon. 

c. Recommended objectives. 

d. Recommended strategies. 

e. Identification of risks. 

The plans were to include statements describing a selected strategy sup- 
ported by numbers defining the magnitude of growth, investments and 
risks. The alternative strategies considered were to be described along 
with the reason for the one recommended. Compared to the two-year 
p an, m the five-year plan relatively greater emphasis was to be placed on 
the written statements and recommendations with numbers being used to 
provide reasonably quantified approximations of the direction chosen 
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rather than as an instrument for controlling or for measuring managerial 
performance. 

4 Responsibility for development of divisional plans was to rest with divi¬ 
sional vice presidents and/or general managers; for group plans, with 
group vice presidents; and for corporate plans with the planning commit¬ 
tee (identified as the president plus the two senior vice presidents). 

5. Divisional management was to be responsible for securing approval o 
their plans from group management, who in turn was to be responsible 
for securing approval of group plans from the planning committee. The 
latter was to revfew group plans in detail, direct appropriate modificauons 
and the development of a consolidated corporate plan for presentation to 
the executive committee of the board of directors. 

6. Responsibility for the format and administration of both t ^' y ^ an 
long-range plans was to be that of the senior vice president-Finance 
ancf Planning. Responsibilities of individual departments m Finance and 
Planning were to be as indicated in Exhibit 3. 

7. For the first annual planning process, both the two-year an( i long-range 
planning efforts were to proceed concurrently, commencing in January 
1971 and concluding in June of that year. Timing of future planning was 
to be reviewed after the completion of 197l’s planning. 

8 Review of the five-year plans was to be focused upon the quality of current 
and previous analyses and conclusions rather than the accuracy of numer ' 
ical projections. Whereas responsibility for achievement of two-year plan 
goaTl » re.. primarily ih the pemon re.pon.ible for opera.mg a 


Exhibit 3 THE QUAKER OATS COMPANY 


Develop manual 
Develop financial 
format 

Develop format 
for statement & 
recommendations 
Provide financial 
back data 

Coordinate planning 
Consolidate into 
corporate figures 
Critique plans 
Identify deviations 
from plan 


Delineation of Responsibilities in Planning 


Two-Year 

PP&A (1) L-R P (2) _ PP &A 


Primary 

Collaborative 

Collaborative 

Primary 

Primary 

None 

Primary 

Collaborative 

Primary 

None 

Collaborative 

Primary 

Primary 

Primary 

None 

None 

Primary 

None 

None 

Primary 

Primary 

Primary 

None 

Collaborative 

Primary 

Collaborative 

None 

Primary 

Primary 

None 

None 

Primary 


(1) pp&A—profit Planning and Analysis under direction of Vice President-Controller. 

(2) L-R P—Long-Range Planning. 
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particular area, responsibility for the strategies selected in the five-year 
plan was to be shared between the person recommending the plan and the 
person approving it. 

REMARKS BY FENTON GUINEE 

What we are trying to accomplish with our planning system must be 
considered m light of the corporate situation. Our determination to achieve 
profitable diversification as a basis for future growth has spurred some 
notable changes in the way the company is managed. 

Operational responsibilities were restructured last September so that many 
of our managers now have overall responsibility for all four functions 
(marketing, Finance, production, and personnel) instead of only one. We 
have found that this is a very difficult reorientation for some managers to 
make. 

Even if we had not reorganized in 1970, we probably would reintroduce 
long-range planning now. Quaker needs to be looking beyond its immediate 
future and next year’s profits to the issues which will determine its 
long-term viability. 

But, also, we expect the introduction of a planning system at a time when the 
managers’ tasks are changing to help them to define their new tasks. Sure 
the work load is going to be enormous, but we are forcing them to look 
beyond their own previous functional expertises immediately. Therefore 
they are going to develop as general managers much quicker. 

Harry’s task is to work out a working balance between the amount and 
quality of effort managers put into short-term versus long-term planning. 
Right now we don’t know what this balance should be. We do know, 
however, that each type of planning is important in its own right. 

Short-term planning is well established at Quaker. We have fine budgeting 
and control systems. The managers use them and seem to believe in them. 

But the quality of the decisions made through these systems may begin to 
deteriorate if the decision-makers lose pace with corporate objectives and 
strategies. Long-range planning should function to maintain this pace 
through the introduction of new information, analysis, and properly 
disseminated decisions. 

HARRY AMBROSE’S COMMENTS 

I suppose that I was selected for this job because my background was in line 
management (not staff) and because I am on good terms with most of the 
division managers. I was formerly director of materials purchasing under 
the old functional corporate set-up and I got to know most of the present 
division managers pretty well because my job took me all over the company. 

Mr. Stuart and Mr. Guinee have pretty well thought out what they want 
planning to do and how Quaker ought to go about doing it. Nevertheless, 
there always remain a number of practical problems to be ironed out. This 
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much I know from my own experience as a manager and from my 
investigations into how other companies plan. 

I don’t expect that we are going to leap into an ideal planning system 
immediately. With the uncertainty arising from the new corporate structure 
and the two-year planning going on at the same time as long-range 
planning, I expect that long-range planning is not going to get as much 
attention as I would like. 

Therefore, I think that I should try to achieve some limited objectives in 
planning this year. First, I would like to establish in the managers’ minds 
that long-range planning is here to stay and is an important part of their 
jobs. Second, I would like to educate them in the rationale of long-range 
planning. In particular, I need to break them away from thinking that 
long-range planning is the extrapolation of short-term quantitative 
relationships. Quaker’s managers must come to realize that different kinds 
of factors are at work in the long term and that because many of these 
factors are very intangible their handling requires the use of a disciplined, 
logical, technique. 

There are a lot of factors which will determine the ultimate success or failure 
of the planning program. Certainly one of these factors will be the kind and 
quality of cooperation that I get from PP&A. It appears to me that the 
delineation of responsibilities in planning between PP&A and the 
long-range planning department was based primarily upon existing staff 
capabilities. In essence, any of the planning which dealt with financial 
statements was assigned to PP&A. Financial analysis is their specialty and 
they have a staff of about 12 skilled people. The long-range planning 
department consists of myself plus an assistant and a secretary. 
Fortunately I have a good working relationship with the head of PP&A. We 
have managed to resolve amicably differences of opinion relating to the 
format and content of the long-range plans. In general, he tends to see more 
of a need in the plans for detailed, precise information than I do. For 
example, one of our arguments revolved around whether to round all 
financial data in the plans off to the nearest thousand dollars or the nearest 
million dollars. I finally managed to persuade him that the larger figure was 
adequate to indicate the direction and magnitude of financial results 

_which was all that was necessary for the long-range plans. 

The head of PP&A also would like to see (as would I) the long-range plans 
precede the short-range plans so that the former could be used to provide 
direction for the latter. However, we differ on the question of how tight the 
linkage between long-range plans and short-range plans should be. His 
opinion (which is shared by Mr. Guinee) is that the forecast performance m 
the first two years of the five-year plan should be required to match 
precisely the forecast performance in the short-range plan. I believe that he 
feels that this requirement is necessary to gain commitment to, and inject 
reality in, the long-range plans. I feel that it would be more useful at this 
time to concentrate more upon developing the managers ability to create 
alternative strategies than to tie them to a rigid planning program. 



Case 4 


The Galvor Company-R-3 


CONTROL SYSTEM 


When M. Barsac replaced M. Chamberlin as Galvor’s Controller in 
April of 1964, at the age of 31, he became the first of a new group of senior 
managers resulting from the acquisition by Universal Electric. It was an 
accepted fact that m the large and sprawling Universal organization, the 
Controller s Department represented a key function. M. Barsac was a 
skilled accountant and had ten years’ experience in a large French 
subsidiary of Universal. 

He recalled his early days with Galvor vividly and admitted they were 

to say the least, hectic: 


I arrived at Galvor in early April 1964, a few days after M. Chambertin had 
e t. was the first Universal man here in Bordeaux and I became quickly 
immersed in all the problems surrounding the change of ownership. For 
example, there were no really workable financial statements for the previ¬ 
ous two years. This made preparation of the Business Plan, which Mr. 
Hennessy and I began in June, extremely difficult. This plan covers every 
aspect of the business, but the great secrecy which had always been main- 
tained at Galvor about the company’s financial affairs made it almost impos- 
sible tor anyone to help us. 


Mr. Barsac’s duties could be roughly divided into two major areas: 
first, the preparation of numerous reports required by Universal, and, 
second, supervision of Galvor’s internal accounting function. While these 
two areas were closely related, it is useful to separate them in describing 

the accounting and control function as it developed after Universal’s 
acquisition of Galvor. 

To control its operating units, Universal relied primarily on an exten¬ 
sive system of financial reporting. Universal attributed much of its success 
m recent years to this system. The system was viewed by Universal’s 
European Controller, M. Boundry, as much more than a device to “check 
up on the operating units: 


CopyngM © 1967, by IMEDE, Management Development Institute, Lausanne, Switzer- 
1 M ‘ Chambertin remained on payroll as a part-time consultant for legal problems. 
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In addition to measuring our progress in the conventional sense of sales, 
earnings and return on investment, we believe the reporting system causes 
our operating people to focus their attention on critical areas which might 
not otherwise receive their major attention. An example would be the level 
of investment in inventory. The system also forces people to think about the 
future and to commit themselves to specific future goals. Most operating 
people are understandably involved in today s problems. We believe some 
device is required to force them to look beyond the problems at hand and to 
consider longer range objectives and strategy. You could say we view the 
reporting system as an effective training and educational device. 

Background 2 


The Galvor Company had been founded in 1936 by M. Georges Latour, 
who continued as its owner and president until 1964. Throughout 
its history, the company had acted as a fabricator, buying parts and as¬ 
sembling them into high-quality, moderate-cost electric and electronic 
measuring and test equipment. In its own sector of the electronics 
industry—measuring instruments—Galvor was one of the major Frenc 
firms; however, there were many electronics firms in the more sophisti¬ 
cated sectors of the industry which were vastly larger than Galvor. 

Galvor’s period of greatest growth began around 1950. Between 1950 
and 1961 sales grew from 2.2. million 1961-new francs to 12 million, and 
after-tax profits from 120,000 1961-new francs to 1,062,000. Assets as of 
December 31, 1961 totalled 8.8 million new francs. (One 1961-new 
franc=$.20.) The firm’s prosperity resulted in a number of offers to 
purchase equity in the firm, but M. Latour had remained steadfast m his 
belief that only if he had complete ownership of Galvor could he direct its 
affairs with a free hand. As owner/president, Latour had continued over 
the years to be personally involved in every detail of the firm s operations. 
In 1962, M. Latour explained to a casewriter how he controlled Galvor: 
At the month’s end, M. Chambertin sends me the following figures for the 
month: net sales, total purchases, direct and indirect labor, R&D expenses, 
manufacturing overhead, inventory levels, gross profits, commissions, sales 
taxes, my personal account, and net profit. I check these figures against 
previous levels in order to determine whether we are up to standard or 
should take some corrective measures. Finally, I check our balance sheet, 
total overhead as a per cent of sales, and our sales to each country. Of all 
these figures, I am most interested in the net profit figure. Since I sign a 
our important checks, this gives me another way of keeping an eye on our 
purchasing. 

As of early 1962, M. Latour was concerned about the development of 
adequate successor management for Galvor. In January 1962 Latour 

2 This section has been summarized from earlier cases in the Galvor series. 
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, lred a “ tec hmcal director” as his special assistant, but this person re¬ 
signed in November 1963. Following the 1963 unionization of Galvor’s 
workforce, which Latour had opposed, Latour (then 54 years old) began 
to entertain seriously the idea of selling the firm and devoting himself “to 
family, philanthropic, and general social interests.” On April 1, 1964 
Galvor was sold to Universal Electric Company for $4.5 million worth of 
UE s stock. M. Latour became Chairman of the Board of Galvor, and 
David Hennessy was appointed as Galvor’s Managing Director. Hennessy 
at that time was 38 years old and had been with UE for nine years. 

The Business Plan 

The heart of Universal’s reporting and control system was an extremely 
comprehensive document-the Business Plan-which was prepared an¬ 
nually by each of the operating units. The Business Plan was the primary 
standard for evaluating the performance of unit managers and every- 

t mg possible was done by Universal’s top management to give authority 
to the plan. 1 

Each January, the Geneva headquarters of Universal set tentative 
objectives for the following two years for each of its European operating 
units. This was a “first look”—an attempt to provide a broad statement of 
objecuves which would permit the operating units to develop their de- 
tai ed Business Plans. For operating units which produced more than a 
single product line, objectives were established for both the unit as a whole 
and for each product line. Primary responsibility for establishing these 
tentative objectives rested with eight product-line managers located in 
Geneva, each of whom was responsible for a group of product lines. On 
he basis of his knowledge of the product lines and his best judgment of 
their market potential, each product-line manager set the tentative objec¬ 
tives for his lines. J 

For reporting purposes, Universal considered that Galvor represented 
a single product line, even though Galvor’s own executives viewed the 
company’s products as falling into three distinct lines-multimeters, 
panel-meters and electronic instruments. 

F ° r 'of over 300 Universal product lines in Europe, objectives were 
established for five key measures: 

Sales 

Net income 
Total assets 
Total employees 
Capital expenditures 
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From January to April, these tentative objectives were negotiated 
between Geneva headquarters and the operating managements. Formal 
meetings were held in Geneva to resolve differences between the operat¬ 
ing unit managers and product-line managers or other headquarters 
personnel. 

Negotiations also took place at the same time on products to be discon¬ 
tinued. Mr. Hennessy described this process as a “sophisticated exercise 
which includes a careful analysis of the effect on overhead costs of discon¬ 
tinuing a product and also recognizes the cost of holding an item in stock. 
It is a good analysis and one method Universal uses to keep the squeeze on 
us.” 

During May, the negotiated objectives were reviewed and approved by 
Universal’s European headquarters in Geneva and by corporate head¬ 
quarters in the United States. These final reviews focused primarily on 
the five key measures noted above. In 1966 the objectives for total capital 
expenditures and for the total number of employees received particularly 
close surveillance. The approved objectives provided the foundation for 
preparation of Business Plans. 

Injune and July, Galvor prepared its Business Plan. The plan, contain¬ 
ing up to 100 pages, described in detail how Galvor intended to achieve its 
objectives for the following two years. The plan also contained a forecast, 
in less detail, for the fifth year hence—e.g., for 1971 in the case of the plan 
prepared in 1966. 

Summary Reports 

The broad scope of the Business Plan can best be understood by a 
description of the type of information it contained. It began with a brief 
one-page financial and operating summary containing comparative data 
for: 

Preceding year (actual data) 

Current year (budget) 

Next year (forecast) 

Two years hence (forecast) 

Five years hence (forecast) 

This one-page summary contained condensed data dealing with the 
following measures for each of the five years: 

Net income 

Sales 



242 


Situational Design 


Total assets 

Total capital employed (sum of long-term debt and net worth) 

Receivables 

Inventories 

Plant, property and equipment 
Capital expenditures 
Provision for depreciation 
% return on sales 
% return on total assets 
% return on total capital employed 
% total assets to sales 
% receivables to sales 
% inventories to sales 
Orders received 
Orders on hand 

Average number of full-time employees 

Total cost of employee compensation 

Sales per employee 

Net income per employee 

Sales per $1,000 of employee compensation 

Net income per $1,000 of employee compensation 

Sales per thousand square feet of floor space 

Net income per thousand square feet of floor space 

es m net income for the current year and for each of 
—re summarized according to their cause, as follows: 

Volume of sales 
Product mix 
Sales prices 

Raw material purchase prices 
Cost reduction programmes 
Accounting changes and all other causes 


Anticipated chang 

the next fwn VPorc 


This analysis of the causes of changes in net income forced oneratimr 

men^Snsaff 3 ?- PraiSe CarefuHy the pr ° fit im P licat >ons of all manage 8 
ment actions affecting prices, costs, volume or product mix. 
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Financial Statements 

These condensed summary reports were followed by a complete set of 
projected financial statements—income statement, balance sheet, and a 
statement of cash flow—for the current year and for each of the next two 
years. Each major item on these financial statements was then analyzed in 
detail in separate reports which covered such matters as transactions with 
headquarters, proposed outside financing, investment in receivables and 
inventory, number of employees and employee compensation, capital 
expenditures, and nonrecurring write-offs of assest. 


Management Actions 

The Business Plan contained a description of the major management 
actions planned for the next two years with an estimate of the favorable or 
unfavorable effect each action would have on total sales, net income and 
total assets. Among some of the major management actions described in 
Galvor’s 1966 Business Plan (prepared in mid-1965) were the following: 


Implement standard cost system 
Revise prices 

Cut oldest low-margin items from line 
Standardize and simplify product design 
Create forward research and development plan 
Install punch-card inventory system 
Implement product planning 

Separate plans were presented for each of the functional areas— 
marketing, manufacturing, research and development, financial con¬ 
trol, and personnel and employee relations. These functional plans began 
with a statement of the function’s mission, an analysis of its present 
problems and opportunities, and a statement of the specific actions it 
intended to take in the next two years. 

Among the objectives set for the control area in the 1966 Business Plan, 

M. Barsac stated that he hoped to: 

Better distribute tasks. 

Make more intensive use of IBM equipment. 

Replace nonqualified employees with better trained and more 
dynamic people. 
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The Business Plan closed with a series of comparative financial state- 

mentS 0 ^ ICh / epiCted the estimated item-by-item effect if sales fell to 60% 
or to 80% of forecast or increased to 120% of forecast. For each of these 
evels of possible sales, costs were divided into three categories: fixed 
costs, unavoidable variable costs, and management discretionary costs. 
Management described the specific actions it would take to control em- 
P °y me ttt, total assets and capital expenditures in case of a reduction in 
sales and when these actions would be put into effect. In its 1966 Business 
an, Galvor indicated that its programme for contraction would be put 
into effect if incoming orders dropped below 60% of budget for two 
weeks, 75% for four weeks or 85% for eight weeks. It noted that assets 
would be cut only to 80% in a 60% year and to 90% in an 80% year 

because remodernization of our business is too essential for survival to 
slow down much more.” 


Approval of Plan 

By mid-summer the completed Business Plan was submitted to Universal 
headquarters, and, beginning in the early fall, meetings were held in 
Geneva to review each company’s Business Plan. Each plan had to be 
justified and defended at these meetings, which were attended by senior 
executives from both Universal’s European and American headquarters 
and by the general managers and functional managers of many of the 
operating units. Universal viewed these meetings as an important element 
in its constant effort to encourage operating managements to share their 
experiences in resolving common problems. 

Before final approval of a company’s Business Plan at the Geneva 
review meeting, changes were often proposed by Universal’s top man¬ 
agement. For example, in September 1966, the 1967 forecasts of sales and 
net income in Galvor’s Business Plan were accepted, but the year-end 
orecasts of total employees and total assets were reduced about 9% and 
1/01 3 e !£ eCtIVely ' Galvor ’ s Proposed capital expenditures for the year were 
cut % a reduction primarily attributable to limitations imposed by 
Universal on all operating units throughout the corporation. 

The approved Business Plan became the foundation of the budget for 
the fol owing year, which was due in Geneva by mid-November. The 
generai design of the budget resembled that of the Business Plan except 
at the various dollar amounts, which were presented in the Business 
plan on an annual basis, were broken down by months. Minor changes 
between the overall key results forecast in the Business Plan and those 
re ected in greater detail m the budget were not permitted. Requests for 
major changes had to be submitted to Geneva no later than mid-October. 
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Reporting to Universal 

Every Universal unit in Europe had to submit periodic reports to Geneva 
according to a fixed schedule of dates. All units in Universal, whether 
based in the United States or elsewhere, adhered to essentially the same 
reporting system. Identical forms and account numbers were used 
throughout the Universal organization. Since the reporting system made 
no distinction between units of different size, Galvor submitted the same 
reports as a unit with many times its sales. Computer processing of these 
reports facilitated combining the results of Universal’s European opera¬ 
tions for prompt review in Geneva and transmission to corporate head- 
quarters in the United States. 

The main focus in most of the reports submitted to Universal was on 
the variance between actual results and budgeted results. Sales and ex¬ 
pense data were presented for both the latest month and for the year to 
date. Differences between the current year and the prior year were also 
reported because these were the figures submitted quarterly to 
Universal’s shareholders and to newspapers and other financial reporting 
services. 

Description of Reports 

Thirteen different reports were submitted by the Controller on a monthly 
basis, ranging from a statement of preliminary net income which was due 
during the first week following the close of each month, to a report on the 
status of capital projects due on the last day of each month. The monthly 
reports included: 

Statement of preliminary net income 
Statement of income 
Balance sheet 

Statement of changes in retained earnings 
Statement of cash flow 
Employment statistics 

Status of orders received, cancelled and outstanding 
Statement of intercompany transactions 
Statement of transactions with headquarters 
Analysis of inventories 
Analysis of receivables 
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Status of capital projects 

Controller’s monthly operating and financial review 

The final item, the controller’s monthly operating and financial re- 

V .* ew ’°^ ten ran t0 ^ P a S es or more. It contained an explanation of the 
significant variances from budget as well as a general commentary on the 
financial affairs of the unit. 

In addition to the reports submitted on a monthly basis, approximately 
12 other reports were required less often, either quarterly, semi-annually, 
or annually. 7 


Cost of the System 

The control and reporting system, including preparation of the annual 
business Plan, imposed a heavy burden in both time and money on the 
management of an operating unit. M. Barsac commented on this aspect of 
the system in the section of Galvor’s 1966 Business Plan dealing with the 
control functional area. 

Galvor’s previous Administrative Manager (Controller), who was a tax 
specialist above all, had to prepare a balance sheet and statement of income 
once a year Cost accounting, perpetual inventory valuation, inventory 
control, production control, customer accounts receivable control, budget¬ 
ing, etc. did not exist. No information was given to other department heads 
concerning sales results, costs and expenses. The change to a formal 
monthly reporting system has been very difficult to realize. Due to the low 
level of employee training, many tasks such as consolidation, monthly and 
quarterly reports, budgets, the Business Plan, implementation of the new 
cost system, various analyses, restatement of prior year’s accounts, etc. must 
be fully performed by the Controller and Chief Accountant, thus spending 
80% of their full time in spite of working 55-60 hours per week. The 
number of employees in the Controller’s Department in subsequent years 
will not depend on Galvor’s volume of activity, but rather on Universal’s 
requirements. 

Implementation of the complete Universal Cost and Production Control 
bystem ,n a company where nothing existed before is an enormous task, 
w ich involves establishing 8,000 machining and 3,000 assembly standard 
times and codifying 15,000 piece parts. 

When interviewed early in 1967, M. Barsac stated: 

Getting the data to Universal on time continues to be a problem. We simply 
don t have the necessary people who understand the reporting system and 
its purpose. The reports are all in English and few of my people are 
conversant in English. Also, American accounting methods are different 
from procedures used in France. Another less serious problem concerns the 
need to convert all of our internal records, which are kept in francs, to 
dollars when reporting to Universal. 

I am especially concerned that few of the reports we prepare for Universal 
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are useful to our operating people here in Bordeaux. Mr. Hennessy, of 
course, uses the reports as do one or two others. I am doing all that I can to 
encourage greater use of these reports. My job is not only to provide facts, 
but to help the managers understand and utilize the figures available. We 
have recently started issuing monthly cost and expense reports for each 
department showing the variances from budget. These have been well 
received. 

Mr. Hennessy also commented on meeting the demands imposed by 
Universal’s reporting system: 

Without the need to report to Universal, we would do some things in a less 
formal way or at different times. Universal decides that the entire organiza¬ 
tion must move to a certain basis by a specified date. There are extra costs 
involved in meeting these deadlines. An example was applying the punch- 
card cost system to our piece-parts manufacturing operation before we were 
really ready to tackle the job. It should be noted, also, that demands made on 
the Controller’s Department are passed on to other areas such as marketing, 
engineering and production. 

M. Boudry, Universal’s European Controller, acknowledged that the 
cost of the planning and reporting system was high, especially for smaller 
units: 

The system is designed for a large business. We think that the absolute 
minimum sales volume for an individual unit to support the system is about 
$5 million; however, we would prefer at least $ 10 million. By this standard, 
Galvor is barely acceptable. We really don’t know if the cost of the system is 
unnecessarily burdensome in the sense that it requires information which is 
not worth its cost. A reasonable estimate might be that about 50% of the 
information would be required in any smartly managed independent busi¬ 
ness of comparable size, another 25% is required for Universal s particular 
needs, and 25% is probably “dead underbrush” which should be cleaned 
out. Ideally, every five years we should throw the system out the window and 
start again with the essentials. 

As an indication of some of his department s routine activity, M. Barsac 
noted that at the end of 1966 Galvor was preparing each working day 
about 10,000 punch cards and 200 invoices. At that time the company had 
approximately 12,000 active customers. 

Early in 1967, 42 people were employed in the Controller’s Depart¬ 
ment, about 6% of Galvor’s total employees. The organization of the 
department is described in Exhibit 1. 

Headquarters Performance Review 

Galvor’s periodic financial reports were forwarded to M. Boudry m 
Geneva. The reports were first reviewed by an assistant to M. Boudry, 
one of four financial analysts who together reviewed all reports received 
from Universal’s operating units in Europe. 
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In early 1967, M. Boudry described the purpose of these reviews: 
The reviews focus on a comparison of performance against budget for the 
key measures sales, net income, total assets, total employees, and capital 
expenditures. These are stated as unambiguous numbers. We try to detect 
any trouble spots or trends which seem to be developing. Of course, the 
written portions of the reports are also carefully reviewed, particularly the 
explanations of variances from budget. If everything is moving as planned, 
we do nothing. 

The reports may contain a month-by-month revision of forecasts to year- 
end, but if the planned objectives for the year are not to be met we consider 
the situation as serious. 

If a unit manager has a problem and calls for help, then it becomes a matter 
of common concern. He can probably expect a bad day in explaining how it 
happened, but he can expect help too. Depending on the nature of the 
problem, either Mr. Forrester, Galvor’s product-line manager, or one of 
our staff specialists would go down to Bordeaux. In addition to the financial 
analysts, one of whom closely follows Galvor’s reports, we have specialists on 
cost systems and analysis, inventory control, credit and industrial engineer¬ 
ing. 

We have not given Galvor the help it needs and deserves in data processing, 
but we have a limited staff here in Geneva and we cannot meet all needs. We 
hope to increase this staff during 1967. 

With reference to Galvor’s recent performance, M. Boudry stated: 

Galvor is small and we don’t give it much time or help unless its variances 
appear to be off. This happened in the second half of 1966 when we became 
increasingly concerned about the level of Galvor’s inventories. A series of 
telexes on this matter between Mr. Hennessy and M. Poulet, our Director of 
Manufacturing here in Geneva, illustrate how the reports are used. (See 
Exhibits 2 through 5.) 

We feel the situation is under control and the outlook for Galvor is okay 
despite the flat performance between 1963-65 and the downturn in 1966. 
The Company has been turned about and 1967 looks promising. 

Although the comprehensive reporting and control system made it 
a PP ear that Universal was a highly centralized organization, the man¬ 
agements of the various operating units had considerable autonomy. For 
example, Mr. Hennessy, who was judged only on Galvor’s performance, 
was free to purchase components from other Universal units or from 
outside sources. There were no preferred “in-house” prices. A slight 
incentive was offered by Universal to encourage such transactions by not 
levying certain headquarters fees, amounting to about 2% of sales, against 
the selling unit. 

Similarly, Universal made no attempt to shift its taxable income to 
low-tax countries. Each unit was viewed as though it were an independent 
company subject to local taxation and regulation. Universal believed that 
this goal of maximizing profits for the individual units would in turn 
maximize Universal s profits. Forcing every unit to maximize its profits 
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precluded the use of arbritrary transfer prices for “in-house” transac- 
tions. 


Recent Developments at Galvor 

A standard cost system, which included development and tooling costs as 
well as manufacturing and assembly, had been in effect since March 1966. 
According to Mr. Hennessy: 

We had hoped to start in January, but we were delayed. On the basis of our 
experience in 1966, all standards were reviewed and, where necessary, they 
were revised in December. We now have a history of development and 
tooling experience which we have been accumulating since 1965. This has 
proved extremely useful in setting cost standards. Simultaneously we ha\e 
integrated market and sales forecasts more effectively into our pricing 
decisions. 

Before Universal acquired Galvor, a single company wide rate was used to 
allocate factory overhead to the costs of products. For many years this rate 
was 310% of direct labour. In a discussion of his pricing policies in 1962, M. 
Latour said, “I have been using this 310% for many years and it seems to 
work out pretty well, so I see no reason to change it. 

M. Chambertin had long argued that the less complex products were 
being unfairly burdened by the use of a single overhead rate, while 
electronic products should bear more. 

M. Latour’s response to this argument was: 

I have suspected that our electric products are too high-priced, and our 
electronic products are too low-priced. So what does this mean? Why should 
we lower our prices for multimeters and galvanos? At our current prices we 
can easily sell our entire production of electric products. 

M. Chambertin remained convinced that eventually Galvor would be 
forced by competitive pressures to allocate its costs more realistically. 

In 1966, as part of the new standard cost system, Galvor did indeed 
refine the procedure for allocating overhead costs to products. Fifteen 
different cost centers were established, each with a separate burden rate. 
These rates, which combined direct labour cost and overhead, ranged 
from 13.19 francs to 38.62 francs per direct labour hour. 

Concluding his comments about recent developments, Mr. Hennessy 
said: 

A formal inventory control system w r ent into effect in January 1967. This, 
together with the standard cost system, allows us for the first time to really 
determine the relative profitability of various products, and to place a 
proper valuation on our inventory. 

We are installing a new IBM 6400 in February which we will use initially for 
customer billing and for marketing analysis. We hope this will reduce the 
number of people required in our customer billing and accounts receivable 
operations from six, or seven. 



Controller 

(Barsac) 

Age 34 

Trained & skilled accountant 

Good ability in English 

Joined Galvor in April 1964 

Employed by Universal 
since 1954 

Formerly assistant treasurer of 
Universal subsidiary 


Data Processing 


—-- i __ 

Internal Control 


-1_ 

Chief Accountant 

(Perrier - 8 people) 


Systems & Procedures 


(Dussex) 

Age 32 


(Blanc) 


Age 32 

Secondary School 


Age 32 


Trained and skilled 

No ability in English 


Secondary School 


accountant 

Joined Galvor early 


Fair ability in 


Reads English, little 

in 1964 


English & Spanish 


writing or speaking 

13 years'systems 


At Galvor since 


ability 

experience 


October 1965 


Joined Galvor fall 1965 

Worked in local IBM 


Previous experience 


Previously worked 3 

Service Bureau 


with Unilever 


years in Universal 



subsidiary 


subsidiary 


Legal 

(Vacant) 



General Accounting 
(Parel - 6 people) 

Age 21 

Limited education 

No ability in English 

At Galvor 5 years 

Joined Galvor as a boy, 
formerly payroll clerk 

Bordeaux native 


Billing & Customer 
Accounts 

(Mme. Cardinaux - 
12 people) 

No ability in English 

At Galvor 8 years 

Good clerical 
employee 


Cost Accounting 


(Mathez - 12 people) 

Age 25 

No ability in English 

At Galvor since 
fall 1964 

Formerly teacher of 
a', r.ojnting in high 
school 


^ UE ' ' h " b “" 


20 people 


Exhibit 1 Galvor Company Organization of Controller’s Department* (January 1967) 
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Exhibit 2 (continued) 
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Exhibit 3 THE GALVOR COMPANY 


O LO H 05 LO O ^ O LO 05 
LOOIQQOOO^M GO 05 
rH t- i> 


OOCOQCOMCO^LO 

LOOOOOOOO^HLO 

tH I> CO ^ 


hloww^^oo^m CO 
LO OO C2 (N © 00 LO H UO 03 
r-| t> CD <35 


COOlCOON^LO^O 
LO CO 05 CO CO 00 LO rH tD 
rH 00 CD ‘ w ' 


I H - 
r ai t~ 
H CQ N 

w w . 

1-1 55 H 
P Z Pn 
O W W 
ft ffi m 

§ W 
..OH 

o«< 

H Pn Q 


co 

H 

« 

< 

|og ! 

g W £ 1 

Ph p 

< p S ; 

! 


5 £ n 

S os 

jSS w 


M W ST_, 

PCI S 

W 3 H ° 
ns oS s 

OWKm 


253 


Indica S. A. was a wholly owned Parisian subsidiary of Galvor, which made dials and faces 
for measuring instruments. Only 10% of Indica's sales were to its parent. 
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Exhibit 5 THE GALVOR COMPANY 

Telex from Hennessy to Poulet concerning level of inventory 

TO: POULET - UE 

FROM: HENNESSY - GALVOR 
DATE: NOV. 15, 1966 

YOUR 10.11.66 

WE NOW HAVE OCTOBER 31 FIGURES. OUR ACTUAL 
ACHIEVEMENTS FOLLOW: RAW MATERIALS 54 
VARIANCE PLUS 3, PURCHASED PARTS 173 VARIANCE 
MINUS 12, MANUFACTURED PARTS 110 VARIANCE PLUS 
17, WORK IN PROCESS 949 VARIANCE PLUS 224, 
FINISHED GOODS 712 VARIANCE PLUS 18, OTHER 82 
VARIANCE MENUS 2, ENGINEERING 54 VARIANCE MINUS 
4, RESERVE MINUS 14 VARIANCE NIL, INDICA 55 VARI¬ 
ANCE PLUS 3, TOTAL 2,175 VARIANCE PLUS 247. 

EACH ITEM BEING CONTROLLED AND THE ONLY SIG¬ 
NIFICANT VARIANCES 224 WORK IN PROCESS AND 18 
FINISHED GOODS ARE MY DECISION UPON SALES DE¬ 
CLINE OF SEPTEMBER AND OCTOBER OF 311 TO 
DELAY COMPLETION OF SEVERAL SERIES IN MANU¬ 
FACTURE IN FAVOR OF ANOTHER GROUP OF SERIES, 
MOSTLY GOVERNMENT, WHICH ARE LARGELY BILL- 
ABLE IN 1966 IN ORDER TO PARTLY REGAIN SALES. 
LAST EIGHT DAYS ORDERS AND THEREFORE SALES 
ARE SHARPLY UP AND NONE OF THIS WORK IN PRO¬ 
CESS WILL BE ON HAND MORE THAN 3 TO 6 WEEKS 
LONGER THAN WE PLANNED. 

NEVERTHELESS YOU SHOULD BE AWARE WE MANU¬ 
FACTURE 4 TO 8 MONTHS WORTH OF MANY LOW 
VOLUME MODELS AND EXAMPLE OF HOW WE DETER¬ 
MINE ECONOMIC SERIES WAS FURNISHED YOUR STAFF 
SPECIALIST THIS WEEK. WE CANNOT OTHERWISE 
MAKE SIGNIFICANT COST REDUCTIONS IN A BUSINESS 
WHERE AT LEAST 70 OF 200 MODEIS HAVE TO BE ON 
SHELF TO SELL AND TYPICAL MODEL SELLS 15 UNITS 
MONTHLY. REGARDING YOUR 5 SUGGESTIONS AND TWO 
QUESTIONS WE ARE CARRYING OUT ALL 5 POINTS 
AGGRESSIVELY AND HAVE NO INTERHOUSE SHORTAGES 
OR OVERSHIPMENTS. 

HENNESSY 




PART THREE 

Developments in 
Management Technology 


The final part of this book examines the implications of recent developments in 
management technology on the design and implementation of strategic planning 
systems. Three topics are studied: (1) the role of computer-based models, (2) 
planning in matrix organizations, and (3) resource allocation of strategic expenses. 

In “A Framework for the Application of Computer-Based Models in the Long- 
Range Planning Process,” we argue that although much progress has been made in 
the design and implementation of computer-based planning models, there are three 
major constraints that are crucial for good planning modeling approaches. The first 
factor requires that there be a specific recognition of the nature of the variables at 
each stage and level of the planning to be modeled. This in turn will influence the 
kind of quantitative modeling technique that might be appropriate. The second 
constraint relates to present and expected state-of-the-art of our computer techno - 
ogy. The third constraint relates to the capabilities of line management to undertake 
successful implementation of planning models. It is necessary to address these 
constraints, and to sense which of these might be expected to remain more or ess 
permanently over the years and which will be expected to diminish as the technology 
evolves. Failure to observe these constraints is almost certain to lead to opportunity 

losses in modeling cost-effectiveness. . 

In the second reading, “A Framework for Strategic Planning in Multinational 
Corporations,” we show that many multinational corporations (and many complex 
domestic organizations as well) will need to be managed along more than one 
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organizational dimension, that is, adopt a so-called matrix structure that combines 
functional, product (business), and geographical dimensions. In practice it turns out 
that most matrix organizations can disregard one dimension; of the two remaining 
dimensions, one will typically be more dominant. To achieve both effective 
adaptation to environmental opportunities and threats and effective integration of 
the long-term ongoing pattern of corporate activities, we propose that the stronger, 
traditionally better developed dimension should assume primary responsibility for 
the integration task, and the less powerful, newer dimension should be more heavily 
involved with adaptation. Thus, the integration planning tasks will closely follow the 
formal organization pattern, but the adaptation planning tasks generally will not. 
Furthermore, adaptation will probably be relatively more important in the earlier 
planning stages, particularly during objectives setting. Integration, on the other 
hand, will probably be relatively more important during the latter stages of the 
planning and budgeting cycles. Thus, there is a natural “division of labor” between 
the two matrix dimensions, a feature that should increase the effectiveness of 
planning in complex, matrix settings. Considering that planning cost patterns are 
substantial for a matrix organization, however, planners do not develop a matrix 
organization structure unless they have to. 

The third article, “Better Management of Corporate Development,” describes a 
way to approach the process of managing internally generated growth, including a 
new type of planning and control system. The key to this is to plan the use and 
control of the corporation’s development expenses, that is, items charged against 
income in current year, but not giving rise to profit until some subsequent year. 
Typical examples of development expenses are R & D expenses, marketing ex¬ 
penses, manufacturing overhead, and general administration overhead. In the 
decision process regarding development expenses, top management must focus 
on determining the scope of its resources, and howto mobilize and properly allocate 
them. The five proposed analytical steps to be followed are: identification of the 
resources, chief among which will be skilled people; classifying projects according 
to their expected effects on new business through research, product development, 
or marketing introduction versus their effects on existing businesses through prod¬ 
uct modification, marketing extensions, or cost engineering; deciding on the division 
of funds among projects; integrating by first developing plans for the projects and 
then consolidating the effects of the plans for each functional department; and, 
finally, measuring and reviewing the progress and effectiveness of the projects. 

The three cases presented give practical illustrations of how to apply the various 
developments in management technology that have been discussed, in the first 
case, American Airlines, Inc., a large domestic airline carrier with centralized 
strategic decision making and planning, describes the design and implementation of 
a computer-based planning model. The model is a large simulation of the route 
pattern of the company, showing which routes to fly with the various types of aircraft, 
nonstop versus stopover routes, seat/mile configurations, and so on. The model is 
used by the corporate planning department as an efficient substitute for the old 
pit-of-the-stomach” approach in its route scheduling planning—an operating plan¬ 
ning task rather than a strategic one. However, the model also indicates the need for 
new aircraft to be acquired and the effects on the existing network of new route 
acquisitions, indeed strategic planning decisions. Thus, the model is serving a dual 
strategic and operating planning purpose. 
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The second case study, A. B. Astra, deals with strategic planning in a multina¬ 
tional corporate setting. The company is divisionalized; its huge pharmaceutical 
division is organized along the product dimension for its Swedish (home country) 
operation, along geographical areas for the rest of Scandinavia, and along a 
product/area matrix structure for the rest of the world. The four smaller divisions are 
organized along the product dimension. The challenge of the planning process is 
howto achieve both effective environmental adaptation and integration within such 
a complex setting. In addition to tailoring the planning system to this organizational 
structure, there is a problem of achieving realism in the plans, given the diverse set 
of inputs to and participants in the process, and of finding a proper role for top 
management in the planning process. 

The final case, Texas instruments Incorporated, exemplifies a company that has 
developed a sophisticated planning system for internal growth. The company has a 
rather unique organizational setup, in which many of the upper level management 
wear “two hats”—one for strategic management responsibilities and one for operat¬ 
ing management responsibilities. The strategic mode of operations is structured 
through a hierarchy of objectives, strategies, and tactical action programs. The 
operating mode is structured around another hierarchy—groups, divisions, and 
product-customer centers. Through this dual structure, Texas Instruments has laid 
the foundation for achieving both effective adaptation and integration. The method 
of achieving this balance is further strengthened by a resource allocation process 
with two pools of resources—an operating pool and a strategic pool. The planning 
system is built around the two modes of operations and their separate resource 
allocation pools. Reinforcement of the strategic management task comes from other 
administrative systems within Texas Instruments, examples of which are the incen¬ 
tive compensation system, the information system, and the reporting system. In fact, 
the case gives an excellent example of what we might call an integrated 
administrative system. A strategic planning system, to be effective, must fit in as one 
of a family of systems; in isolation it probably will not work. 



1 

A FRAMEWORK FOR THE USE OF 
COMPUTER-BASED MODELS IN THE 
PLANNING PROCESS 

Peter Lorange and John F. Rockart 
INTRODUCTION 

The use of computer-based models in the planning process has at¬ 
tracted much attention over the past decade. Heightened understanding 
of the mathematical tools and skill required for model building together 
with ever-better computer technology have increased activity in designing 
and implementing models for planning purposes. Although several suc¬ 
cessful planning model applications have emerged, we feel that the rate of 
success is not proportional to the level of resource commitments to these 
efforts. Many attempts fail to recognize that the models must comply with 
a number of constraints that affect the freedom of choice of modeling 
approaches. Such limiting factors are consistency with (and therefore 
recognition of) the overall planning process, the capabilities and limita¬ 
tion of the mathematical tools available, computer hardware and software 
constraints, and capabilities of line managers for successful implementa¬ 
tion of planning models. 

Perhaps most important is the first of the above constraints. In the past, 
too many modeling attempts have either assumed a simplistic attitude 
about the planning process or have not acknowledged the nature of the 
planning process at all. Unrealistic assumptions about the conceptual 
elements of the planning process have lead to unrealistic designs of 
computer-based models to support planning activities. Even where model 
builders have had a rather good perception of the nature of this factor, 
they have, unfortunately, often coupled this with an overly simplistic 
view, or “underperception,” of some of the other constraints. For in¬ 
stance, ignorance of the computer hardware and software technology has 
often led to an unrealistic modeling approach. 

In this chapter we will discuss some major factors constraining the 
development of computer-based planning models, arriving at a “con¬ 
straint-based’ conceptual scheme for planning models. We will discuss 
the following limiting factors in turn: consistency with the overall plan- 
ning process and the consequences this has for the choice of modeling 
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techniques; computer hardware and software technology developments; 
and implementation considerations. 

PLANNING FRAMEWORK 

To define whether models are integrated well into the planning pro¬ 
cess, one needs to have a scheme for that process, which provides a 
breakdown of the planning process into its relevant parts. We work with 
the Vancil-Lorange model, which defines three cycles in the planning 
process and three different levels in the organization of which planning 
takes place (see Exhibit 1). Vancil and Lorange identify three distinctly 
different strategic planning activities that take place respectively at the 
corporate, divisional, and functional levels. 1 The designations for these 
planning activities are portfolio planning, business planning, and func¬ 
tional planning. A brief discussion of each of these forms of planning will 
reveal clear differences in the tasks that must be handled by computer- 
based models to support each type of planning. 

Portfolio planning at the corporate level involves balancing the 
corporation’s portfolio of business activities. Are the business activities of 
some divisions to be emphasized relatively more or less than others? 
Should some businesses be eliminated? Are there venture opportunities 
in entirely new areas? A major concern in this form of planning is the 
balancing of the financial flows that result from the activities of the 
various businesses. Among factors that must be considered are funds 
generation/consumption patterns, absolute funds return from invest¬ 
ments, and the quality of the funds flows in terms of risk, volatility, and 
such. A second concern in portfolio planning is the need to consider the 
probable effects on these funds flows caused by the company’s economic 
oudook. General environmental scanning is, therefore, also part of the 
portfolio planning activity, with emphasis on such factors as monitoring 
the outlook for wages, inflation, interest rates, currency fluctuations, 
availability of credits, and so on. 

Business planning at the divisional level is different. The emphasis here 
is on planning for the long-term success of the division through successful 
launching of new products and maintenance of established ones, mainte¬ 
nance of adequate R & D, production, sales, and distribution forces. The 
emphasis is on competitive moves, advances as well as responses, and is 
nonfinancial in flavor. A secondary emphasis, however, in business plan¬ 
ning is to evaluate the balance between funds generation and funds 
consumption from established products and new products, in order to 
estimate the funds contribution or need of a division. 


1 See Reading 2, Part 1. 
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At the functional level within a division there are two major types of 
functional planning activities. “Programming” comes first, with the de¬ 
partments cooperating in strategic programs intended to strengthen the 
business position of the division; for example, the development and 
launching of a new product, a new marketing campaign, or a cost-cutting 
effort. After the programming stage comes the “functional budgeting” 
stage, which emphasizes bringing departmental budgets into accord with 
the programmed activities of each department. While the programs may 
be largely nondollar-dominated in terms of critical variables, the func¬ 
tional budgeting stage is heavily dollar-dominated. 2 

As Exhibit 1 shows, Vancil and Lorange also identify a second dimen- 
sion in the planning process. Believing that the purpose of planning is to 
undertake a systematic “narrowing down” of strategic options in as intel¬ 
ligent a manner as possible, they suggest that this can best be done by 
going through a series of three increasingly more detailed planning cycle 
steps. In the first cycle, there is decision on objectives—corporate and 
divisional. The second cycle is the period in which multiple-year plans are 
developed in some detail at each organizational level to accomplish one’s 
objectives. The third cycle is the budgeting stage, in which options are 
narrowed down even further and a coordinated set of action plans is 
determined for the company. It should be noted that the degree of 
specificity and sharpness of focus increases as one moves from the first 
objectives—setting cycle through cycle two and finally to the third cycle, 
the budgeting cycle. The differing types of data processed in each stage 
has obvious implications for the computer-modeling approach that 
should be employed. 

A further aspect of the Vancil and Lorange model is that the planning 
process taking place within the “three by three” scheme just described is 
one dominated by the interaction of people. Communication flows have 
to be defined, the “negotiation” process is based on certain rules for 
interaction and is an iterative one. We shall return to this later. This 
breakdown of “the planning process” into parts results in a matrix with a 
number of cells, each one representing a different planning task and 
involving unique planning variables. Exhibit 1 portrays this matrix of 
planning variables. 

The pattern of planning tasks portrayed in Exhibit 1 gives us 
guidelines for the modeling tasks that might be performed in each part of 
the planning process, if we are to utilize computer-based models at any 
stage/level of the planning process. 3 To emphasize this point, we shall 
discuss several of these cells briefly. 

The different nature of the planning tasks, as exemplified by the 

2 See Reading 4, Part 2. 

3 See also Reading 1, Part 1. 
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n. Step in 

Planning 

Organ 

zation 

Level 

Cycle 1 

Objectives 

Setting 

Cycle 2 

Specific 

Multiyear 

Planning 

Cycle 3 

Budgeting 

Corporate— 
Portfolio 

Plans 

1) Set overall cor¬ 
porate performance 
targets given the 
environment. 

3) Evaluate divi¬ 
sions’ business 
plans. 

Modify balance of 
portfolio, if 
necessary. 

6) Set quantitative 
targets. 

Modify balance of 
portfolio, if 
necessary. 

Divisional— 
Business 

Plans 

2) Identify key 
strategic success 
factors in business. 
Develop general 
strategy for busi¬ 
ness-major re¬ 
source allocations. 

4) Develop multiple- 
year action plan for 
business. Develop 
funds flow conse¬ 
quences of multiple- 
year action plan. 

7) Develop budget 
for business in 
terms of 

strategic variables 
and dollar 
variables. 

Functional— 

Programs/ 

Budgets 

/ // ' y ' /,y 

' y '//yy 

y , ' /'/ x ^ y ' ^ 

5) Develop pro¬ 
grams across func¬ 
tions. 

8) Develop func¬ 
tional budgets in 
accordance with 
existing programs. 


variable differences just discussed, will have a profound impact on the 
choice of modeling techniques in each cell. Differences in the nature of 
the various cycles in the planning process requires relatively different 
emphasis on the tasks of adaptation to environmental opportinities and/or 
threats versus integration of the diverse, ongoing activities of the company 
from cycle to cycle. For instance, during the objectives-setting cycle, the 
problem of selecting effective approaches to ensure adaptation to en¬ 
vironmental opportunities and threats is typically a rather messy, un¬ 
structured process. At the more constrained budgeting stage, on the 
other hand, the problem of efficient allocation and coordination of inter¬ 
nal resources is much better defined. Thus, the degree of specificity of the 
model requirements is relatively more structured in the budgeting cycle 
than in the objectives-setting cycle. The degree of specificity of the model¬ 
ing task in the second cycle—multi-year planning—falls somewhere in- 
between. 

A similar argument can be made for the expected difference in com¬ 
plexity of the modeling task at the corporate, divisional, and functional 
levels of the corporation. At the functional level the degree of data 
specificity is relatively high when it comes to modeling production plan¬ 
ning, marketing planning, or R & D planning. When attempting to model 
a combination of these functional tasks as one integrated business activity 
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at the divisional level, the degree of data specificity is considerably less. At 
the corporate level, finally, the degree of data specificity is even less. 
Thus, we go from relatively high data specificity to relatively less data 
specificity as we move up the organizational hierarchy. 

Just as the data used gets more specific as we move from the top left of 
the three-by-three matrix to the bottom right, so does the degree of 
structure of the decision process. In the functional budgeting area, many 
exact algorithms exist to make decisions. In the corporate objectives 
setting cell, however, most decisions are uncertain, unstructured, and 
opportunistic. We would expect that more exact models would be used in 
the lower right. We might summarize our discussion of where to find 
relatively more versus relatively less specific structure and data in plan¬ 
ning modeling settings in Exhibit 2. 

Models for objectives-se tting assistance. Let us now consider what specific 
modeling tools we should find at various stages of the planning process, 
given the general nature of the planning variables (as summarized in 
Exhibit 1) and the degree of data structure to be the basis for our planning 
models (as summarized in Exhibit 2). During the objectives-setting stage 
of planning (cycle 1), we expect relatively less reliance on formal 
computer-based planning models than for the other planning stages, 
given the qualitative, creative nature of planning at this stage. This, 
however, does not imply that computer-based planning models might not 
be of some use. Particularly, econometric models of the economy or of 


Exhibit 2. Planning Structure Differences In Relative Degree of Specificity as a Function of 
Stage in the Planning Process and Organization Level 
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specific industries might provide a useful “feel” for macro trends in the 
environment in which the organization (corporation or division) exists. At 
the corporate level this will be used for getting a better feel for the sections 
of the economy that are potentially more versus less attractive. Thus, the 
output of such models will facilitate the corporate strategy formulation in 
terms of which business to emphasize and which to de-emphasize. At the 
division level an industry model might similarly give a better feel for 
where a business is going and what major business strategies to consider. 4 

Cycle 2 models. During the second planning cycle there are several 
different model-approaches that potentially might be useful. At the divi¬ 
sional level, industry-based econometric models can provide insight as to 
what might be the attractiveness of one’s business, say, in terms of ex¬ 
pected growth rate. Other models might provide forecasts for own and 
major competitors’ market shares. The division will be further in need of 
models to assist in the consolidation of funds flows. Capital budgeting 
models are useful as well. Models to assist the selection of new business 
lines, such as PIMS, are clearly of use. 5 

At the corporate level pro forma models for evaluating funds-flow 
combinations from the divisions will be needed. 6 Capital investment 
models will also be needed. 

At the functional level within each division, on the other hand, there 
will be a need for an even wider variety of models. We have functional 
planning models such as advertising planning models and R & D selection 
models. Warehouse and plant location models might be used. PERT/ 
production planning might also be useful. 

Budgeting Cycle Models. While the modeling applications at the second 
planning cycle primarily took the form of industry and firm simulations 
and multiple-year pro forma financial statements, the modeling in cycle 
three will typically focus on one-year pro forma budgeting applications as 


4 Data Resources Institute (DRI) provides a well-known service of industry-specific as well as larger 
econometric models. Another well-known large model is the Wharton econometric model. See M. D. 
McCarthy, “The Wharton Quarterly Econometric Forecasting Model, Mark III,” Wharton School of 
Finance and Commerce, University of Pennsylvania, and V. D. Duggal, L. R. Klein, and M. D. McCarthy, 
“The Wharton Model Mark III: A modern IS-LM Construct,” International Economic Review , October 
1974. See also Robert S. Pindyck, and Daniel L. Rubinfield, Econometric Models and Economic Forecasts, 
(New York: McGraw-Hill, 1976), Ch. 12. 

5 See Bruce D. Henderson, “Perspectives on Experience,” Boston Consulting Group 1968, and “The 
Experience Curve Revisited,” Boston Consulting Group 1970; and Reading 4. Part 2. The so-called PIMS 
project also addresses this; see S. Schoeffler, R. D. Buzzell, and D. F. Heany, “Impact of Strategic 
Planning on Profit Performance,” Harvard Business Review , March-April 1974, and R. D. Buzzell, B. T. 
Gale, and R. G. M. Sultan, “Market Share—A Key to Profitability,” Harvard Business Review , 
January-February 1975. See also The PIMS Program, Strategic Planning Institute, 103S Massachusetts 
Avenue, Cambridge, MA 1976. 

6 See E. Eugene Carter, Portfolio Aspects of Corporate Capital Budgeting , (Lexington, Mass.: D. C. Heath 
Publishing, 1974). 
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well as one-year physical budgets. 7 The latter typically will be found 
within the functions of each division, in the form of operations manage¬ 
ment and scheduling models. At the divisional and corporate levels we 
find budgeting models, primarily emphasizing financial variables at the 
corporate level but also containing some nonfinancial data (such as mar¬ 
ket share and price and volume data) at the division level. 

Exhibit 3 provides a summary of the major modeling applications that 
fit each of the cells. (The blank cell for functional objective setting exists 
since we have seen no models that assist this area.) 

TECHNOLOGICAL FACTORS 

To the best of our knowledge, there is no good compendium on the 
“history of models to assist the planning process.” 8 To write such a history 
would be an heroic undertaking, for the number of attempts at develop¬ 
ing models for one phase or another of the planning process has un¬ 
doubtedly been in the thousands—with too few successes. Companies are 
notoriously unwilling to talk about failures, and even less willing to talk 
about planning models that are of significant use to them. 

The flavor of the history, however, is rather well documented in an 
article by Hayes and Nolan. 9 The article is concerned with the “successful” 
development of “fairly detailed corporate models that have been used for 
at least a couple of years to help senior managers make strategic deci¬ 
sions.” They could find no such model in existence, but they do shed some 
light on the process of computer-based corporate modeling. In particu¬ 
lar, they contribute an interesting categorization of the three major 
periods or phases of corporate modeling. It is worth reviewing these 
periods, which, although not scientifically separable, do tend to fit our 
intuition and experience and provide some perspective on the processes 
of development of planning models. 

Hayes and Nolan summarize the three major periods, characterized as 
“bottom-up” from 1956 to 1963, “top-down” from 1964 to 1969, and 
‘ inside-out” from 1970 to the present. The first two periods can be 
summarized—and lumped together—in the following way: In general 

7 Although in-house developments of these systems are common, programs to process this data are also 
available from many service bureaus. Some of the major organizations providing these services are 
Accounting Corporation of America, Automatic Data Processing, and the Service Bureau Corporation. 
Other examples are Haskins and Sells’ Falcon/Forecast system; IBM’s Budplan and PGS II system. 
Literature on these systems is available from these organizations. 

8 There are, however, several survey studies of planning model practices. See George W. Gershefski, 
“Corporate Models—The State of the Art,” Management Science, No. 16, 1970; Peter H. Grinyer, 

Corporate Financial Simulation Models for Top Management,” Omega, Vol. 1, No. 4, 1973; and Peter 
H. Grinyer, and Christopher D. Batt, “Some Tentative Findings on Corporate Financial Simulation 
Models,” Operations Research Quarterly, Vol. 25, 1974. 

9 Robert H. Hayes, and R. L. Nolan, “What Kind of Corporate Modeling Functions Best?” Harvard 
Business Review, May-June 1974. 
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Exhibit 3. Modeling Tools to be Used at Various Stages/Leveis of the Planning Process 
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Cycle 1 

Objectives 

Setting 

Cycle 2 
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Multiyear 

Planning 

Cycle 3 
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(DRI, Wharton) 

pro forma port¬ 
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capital invest¬ 
ment models 
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(Business) 

industry 

econometric 

models 

(DRI, Wharton) 
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(multiple years), 
capital invest¬ 
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»:■■■■■■ - 
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warehouse/plant 
location, 
capital invest¬ 
ment (function). 

1 

opera 

mana 

mode 

schec 

f 

itions 

gement, 

Is 

Juling 


the prevailing computer technology of these first two periods was good 
enough to tempt designers into developing ambitious models to assist the 
planning process. But in neither period was the technology—either 
hardware or software —really adequate. In the “bottom-up” period, sec¬ 
ond generation computer hardware did not have a cost/benefit ratio 
adequate enough to allow much significant competitive use of models for 
day-to-day management. More significantly, the software that was availa¬ 
ble at that time required a computer technician to interact with the 
computer—and, then, only slowly and painstakingly. On-line interaction 
with the model was unavailable. 

The hardware and software for the “top-down” generation was some¬ 
what better. Availability of larger data storage capacity, time-sharing 
techniques, and better interactive languages expanded mathematical 
modeling horizons. But data, stored in separate files, was still hard to get 
to. And interactive languages still required many days of study before 
they could be used. 

Even more significant than the hardware constraints during the 
“bottom-up” and “top-down” periods was the inability on the part of those 
designing planning models to understand the conditions under which 
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managers used models. In both periods, the model development process 
was essentially turned over to “technicians”—to “operations researchers” 
in the first period, and to approximately the same people, renamed in the 
second period as management scientists,” and aided by “systems 
analysts. In both periods, line managers were seldom found in the 
planning model development loop. When they were involved, the models 
developed were simpler and more useful. 

There are many examples of well-publicized “corporate planning 
models” during both of these periods. In the latter era the Sun Oil 
model 10 and the Boise Cascade Linear Programming model 11 were typi- 
cal. Developed by staff groups of management scientists and systems 
analysts, both were eventually found too static, too complex, too removed 
from the real world, and too “sophisticated” to be useful to operating 
managers. 

In the past five years, seven major factors in the area of computer 
technology (hardware and software) have contributed to the more suc¬ 
cessful development and use of models to assist the planning process. 
These seven factors and expectation about their direction over the next 
five years are: 

1. Central processing unit cost reduction. Initial cost reductions with the System 
370 introduced early in this period were on the order of a threefold 
increase m computing power for approximately the same money. During 
t e ast few years, this initial increase has been enhanced even more. 
Thus, the hardware cost of running a model has been reduced by a factor 
of 4 to 5 over the last five years. Hardware costs are expected to continue 
t eir downward trend. According to our interpretation of forecasts pro¬ 
vided from organizations such as Arthur D. Little, Quantum Sciences, and 
Internation Data Corporation, hardware costs will decrease over the next 
five years so that the cost of equivalent processing power to a user will be 
approximately 15% to 20% of what it is today. 

2. Decreased cost of data storage. In the past few years costs of on-line, direct- 
access storage have dropped precipitously, as indicated by Table 1. 


MONTHLY ON-LINE STORAGE COST PER 1,000,000 CHARACTERS 12 


Year Introduced 

IBM Storage 
Device 

Storage Type 

Storage Cost 

1965 

2314 

Disk Storage 

$25.00 

1969 

2319 

Disk Storage 

13.00 

1970 

3330 

Disk Storage 

6.80 

1975 

2850 

On-Line Tape Storage 

200-500 


1969 e GeOTge Gershefski - “Building a Corporate Financial Model,” HaruardBusiness Review, July-August 

11 See Albert N. Schrieber, ed., Corporate Simulation Models (Seattle: University of Washington, 1970). 

12 According to IBM sources. 
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Since planning models are run intermittently, very fast access to data is 
unnecessary; direct access, however, is necessary. All of the above 
mechanisms provide direct access to data, the most recent 2850 file at a 
vastly reduced cost per character of data storage, although access time to 
this data is relatively slow. These storage costs will continue to decline 
precipitously. 

3. The coming of age of time sharing. Although time sharing was available in the 
late 1960s, it was not until the early 1970s that the industry really began to 
shake out. Today, time-sharing networks are available world-wide. This 
leaves a “planner” with access to alternate sources of computation as well 
as to specialized data bases and models. Thus, planning departments, if 
frustrated by a lack of activity on their behalf by the data processing 
department, can turn to outside sources of supply. The on-line service 
bureau industry and in-house time sharing is currently growing at about 
25% a year, as opposed to half that growth rate in hardware generally. 
This supports the trend to more on-line, interactive availability of equip¬ 
ment for planning personnel desiring to use computers. 

4. Access to specialized data bases. Also during this period, many time-sharing 
vendors built up data bases which, formerly unavailable, can now be 
accessed by the corporate planner. This data is available at costs much 
lower than those that would exist if each planner had developed the same 
data base by himself for use in the planning process. 

5. The availability of planning models. During the past few years, there has been 
an explosion of “packaged models” for use by planners. These models are 
available either from time-sharing vendors for use on their time-sharing 
systems, or as “packages” that can be installed on the planner’s own 
computer hardware. They range from very simple regression and moving 
average packages to slightly more complex, pro forma, profit and loss 
extrapolation models to econometric models. Depending upon the 
planner’s sophistication in the world of modeling, and his place in the 
three by three framework described earlier, he can today choose models 
fitted to his needs (and understanding) from a very extensive cafeteria of 
offerings. The package software field is currently growing at approxi¬ 
mately 35% a year with an equivalent growth expected over the next 
several years. This should mean that additional planning model pack¬ 
ages” of varying types will be available to planners who desire to use them. 

6. Data base languages. Until recently, much corporate data has been buried in 
various corporate files accessible only by particular programs and particu¬ 
lar languages. Gathering the data for a corporate planning effort even 
for a corporation’s own data base—has been a tiresome and very expen¬ 
sive process. The advent of data base languages, typified by IBM’s IMS 
and CinCom’s TOTAL, 13 provides data in a common, well-defined, acces¬ 
sible corporate pool. All data under a common data base system can be 
accessed by any program. The “data base revolution” is proceeding slowly, 


13 See R. G. Canning, “Trends in Data Management, Part 1 and Part 2 ” EDP Analyzer, Vol. 9, Nos. 5-6, 
May-June 1971. See also James Martin, Computer Data-Base Organization, (Englewood Cliffs, N.J.: 
Prentice-Hall, Inc., 1975). 
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however. Most data base languages are expensive to use in terms of 
computer time, difficult to implement, and only partially implemented in 
most companies. They provide little help with planning models at this 
time, but they augur well for the future. 

7. Better interactive languages. Although on-line interaction with computers 
has been going on for more than a decade, it is only recently that simple, 
easy-to-use languages have been available. Ina very real sense, BASIC was 
the first of these languages developed with the user in mind rather than 
the computer. The APL language and other user-oriented languages are 
just now beginning to make a favorable impact on the ability of nontechni- 
cians (and technicians) to interact effectively and quickly with a computer 
system. 

Perhaps most significant is the increasing availability of user-oriented 
languages such as APL. The user-oriented features are very significant. 
Sun Life of Canada estimates that they got a planning model up in 
approximately three and a half months, which would have taken about 
that number of years to program under some of the older languages. As 
one report notes, “The feature of the APL environment that cannot be 
reproduced in any other environment is the capability that provides the 
chains of specifications many times each day during the development 
period. Sun Life believes that their ability to perform hundreds of trial 
and error runs was essential in getting their model working. 14 

The design of APL encourages the manager/user to modify directly 
and expand his planning model without reliance on programmer substi- 
tutes. Many other companies, including Xerox, are now using APL for 
interactive modeling in the planning area. At the present time, APL-based 
systems aimed at planners are being offered by several firms. Included 
among these are the IP Sharp Associates of Toronto (with their AIDS 
package), Scientific Time Sharing of Bethesda, Maryland (with its FPS 
System), and IBM. 15 These systems have appeared in the last three or 
four years. One can only expect that more planning-oriented, user- 
oriented software interactive languages will be forthcoming within the 
next several years. 

All of the above extrapolations into the future suggest that the hard- 
ware and software available today to assist the planner in modeling in the 
various parts of the planning process will be vastly more seductive in the 
future. Models will be easier to develop and much less costly to run. 
Crucial for planning purposes is the ability to run and rerun a model to 
test sensitivity in several directions; the cost of each run will be vastly 
diminished. And, as noted above, both major costs of running planning 


14 “Applying EDP Techniques to Corporate Planning,” EDP In-Depth Reports, Vol. 3, No. 7, March 
1974. 

15 Ibid. 
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models—programming the model and relevant changes into the com¬ 
puter, and actually running the model—will be reduced. 

IMPLEMENTATION OF MODELS 

We noted at the start of this chapter that there were three necessary 
steps for the development of effective computer planning models. Two of 
these—understanding of the planning process with its implications for 
model applicabilities and improved computer technology—have been 
discussed. This section turns to what is an equally crucial step—the de¬ 
velopment of an understanding of the necessary factors in the implementa¬ 
tion of useful and usable planning models. 

We noted earlier that prior to 1970 the development of planning 
models was turned over to technicians—and this did not work very well. 
During the last several years, an increasing amount of knowledge has 
been built up around the factors in model development that facilitate the 
absolutely critical process of the development and use of planning mod¬ 
els. What has been discovered is what we probably should have known all 
along. Among their “lessons learned;’ Nolan and Hayes suggest that: 16 

1. Large models overwhelm the manager’s ability to understand the assump¬ 
tions of the model and to integrate its output into the decision-making 
process. 

2. The manager must be intimately involved in the model-building process. 

3. Simple models are usually the way to start. 

4. The models should evolve in complexity or size as required by the decision 
maker and at his pace. 

In a discussion of why “strategic planning models have failed, Hall 
notes some of the same factors. 17 He underlines the need for quick 
interaction with planning models since change occurs very quickly in the 
corporate planning environment* And he underlines the differences 
between the technician and the manager in the way they see the world and 
see the process of model development. 

One can only agree with these observations. We have learned over the 
last several years that models, planning or otherwise, are only abstractions 
of reality. No line manager is going to work with an abstraction or 
compaction of reality that is different from his own. As a result, he must 
understand the model he is using. This gives him only one of four choices. 
These are: 


16 Hayes and Nolan, “Corporate Modeling.” 

17 William K. Hall, “Strategic Planning Models: Are Top Managers Really Finding Them Useful?” 
Journal of Business Policy, Vol. 3, No. 2, 1973. 
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1. Accept a “packaged” model to be used as part of the planning where the 
model fits a small enough part that the manager can verify the input and 
the output and observe that the model is performing as he believes it 
should. An outside model to be accepted therefore, must treat a very 
simple part of the planning process—such as the extension of pro forma 
profit and loss statements and balance sheets. 

2. Develop the model himself. This means there must be interaction between 
the manager and the technician, and the initial model must be simple. 

3. Have a technician program a simple aid to the planning process where the 
constraints are similar to those in 1. 

4. Utilize a model such as an econometric model on a time-sharing basis, 
which is being used by enough other people and constantly checked by an 
“expert” to give it validity. 

It is clear that the conditions which allow any of the four choices above 
to take place are increasing. The keystones for having a useful model then 
are: (1) credibility (either from an outside “expert”—an internal techni- 
cian will not suffice—or from the manager himself having been involved 
in the development process of a simple, understandable model); (2) the 
ability to get the model “up” quickly; (3) cost effectiveness; (4) the de¬ 
velopment of the “right” model for the right part of the planning process; 
and (5) evolutionary capability so that the model can keep pace with both 
environmental changes and the manager’s continuing gain in under¬ 
standing of his environment. 18 

Given the above factors, most successful, newly developed planning 
models are likely to be relatively small and address only one or a few 
aspects of the planning process. A model is likely to be most effective 
when it can assist a manager at a given point in the planning process to 
analyze and understand better his alternative options, to provide a better 
basis for the manager’s interaction with other relevant managers in the 
negotiation process leading to a “narrowing down” of strategic options, 
and, finally, to be of help to the manager during the revision and iteration 
stages that typically characterize the planning process. 

The planning models that we see emerging primarily then, will 
typically be “special purpose” rather than large and all-encompassing. 
Assisting the manager in his planning thought process, they will more 
often be one shot rather than intended to be used year in and year 
out reflecting the manager’s planning focus at a given point in time 
and they will typically be interactive, allowing for “what if’ questioning 
and supporting the interactive, iterative nature of planning. 

* 8 See also Harvey M. Wagner, “A Managerial Focus on Systems Implementation,” in Proceedings of a 
Conference on the Implementation of Computer-Based Decision Aids, Peter G. W. Keen,ed., MIT, 1975; Steven 
L. Alter, A Study of Computer Aided Decision Making in Organizations , MIT, Ph.D. thesis, 1975; andjohn S. 
Hammond, “The Roles of the Manager and Management Scientist in Successful Implementation,” Sloan 
Management Review, Winter 1974. 
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We feel that the recognition of these aspects of the types of planning 
models that will be emerging in many ways will facilitate the implementa¬ 
tion of these models. Given that the models satisfy the considerations 
oudined, they will be perceived easily by the manager as useful and cost 
beneficial to him. This, together with the relatively small size of the 
models, will make implementation manageable. The major concern of 
implementation, then, is that the model satisfies the requirements for 
providing meaningful, specific support to a manager who is involved in 
the planning process, positioned at a given organizational level, and 
functioning during a particular stage of the planning process. 

CONCLUSIONS 

While there has been a strong interest in the development and applica¬ 
tion of computer-based planning models, both among practitioners and 
academicians, we feel that progress has been marred by failure to observe 
three classes of factors that should impact the modeling approaches. First, 
there should be a specific recognition of the nature of the variables that 
must be taken into account. These are somewhat different in each ceil of 
the planning process. These differences also constrain our use of model¬ 
ing techniques in different parts of the planning process. Second, there 
should be acknowledgment about the types of constraints that realistically 
will be imposed due to the state of current computer technology. Further, 
we should have a sense of those constraints that will be lifted given the 
evolution of the development of computer technology. Third, the suc¬ 
cessful implementation of computer-based planning models depends on 
the recognition that models must be developed in such a way as to provide 
realistic support to the manager who is facing a given planning task. To 
have this occur, the manager must have faith in the model. There cer¬ 
tainly are other factors that will influence a successful application of 
computer-based models in the planning process, but these three classes of 
constraint provide a useful framework for the task of developing more 
appropriate models. 
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A FRAMEWORK FOR 
STRATEGIC PLANNING IN 
MULTINATIONAL CORPORATIONS* 


Peter Lorange 


INTRODUCTION 

planning in a multinational corporation has a twofold task: to 
1 entify the strategic options most relevant to the corporation and to 
. na3 " row down these options into the one best plan. Stated this way there 
is, o course, nothing fundamentally different between the strategic plan¬ 
ning task of a multinational corporation and that of any other large 
corporation. However, since multinationals offer several complex and 
distinctively different approaches to organizational design and planning, 
it is useful to examine some of the problems of strategic planning in the 
context of the multinationals. 

The broad definition of the strategic planning tasks given above has 
several implications. To be able to identify the most relevant strategic 
options, the corporation needs to adapt continuously to the environment. 
Also, to narrow down the strategic options into the one best plan, the 
corporation must be able to integrate its many diverse activities. In this 
chapter we shall attempt to clarify the major purposes of planning in the 
multinationals in terms of adaptation and integration needs. 

Given the diversity of settings in which multinationals operate, the 
adaptation and integration tasks will not be the same for all multination¬ 
als. Indeed, the opposite is true; each multinational will be faced with 
unique adaptation and integration tasks. However, for us to develop some 
generalizations about the adaptation and integration tasks of planning in 
multinationals, we shall start out by identifying a few multinational corpo- 
rate archetypes, followed by a discussion of their planning purposes in 
terms of adaptation and integration. We shall then present some norma¬ 
tive propositions about adaptation/integration and the costs of striking a 
reasonable balance between the two in planning systems. 

Empirical findings on long-range planning in multinationals reported 
by others indicate that (1) it is hard to find actual examples of multina- 

^Reprinted from Journal of Long Range Planning, June 1976. 
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tionals that in all respects fit into any of the archetypes to be suggested 1 
and (2) the formal planning systems of multinationals seem to be much 
less developed than those we recommend here. 2 However, we do not see 
this as limiting the value of the arguments to be presented. We intend to 
propose some fundamental dimensions of planning for multinationals 
that might be useful to improve the understanding of the planning 
phenomenon. Obviously the proposed normative framework is not in¬ 
tended for uncritical adaptation in specific cases. 

A TAXONOMY OF MULTINATIONAL CORPORATIONS 

We shall distinguish between types of multinational corporations ac¬ 
cording to the dimension along which the organization has been 
structured. 3 There seem to be two dimensions that might dominate the 
organizational structure: the product dimension, which occurs in com¬ 
panies that have adopted a so-called divisional structure, with each divi¬ 
sion responsible for one class of products; and the geographical area 
dimension, wherein each division is responsible for carrying out all the 
corporation’s business within a given geographical area. 

Complete domination of corporate structure by one dimension can 
prove to be inefficient. For instance, there might be considerable duplica¬ 
tion of effort by having the product divisions operate their own separate 
organizations in one country. When evolving from such a product struc¬ 
ture, the matrix structure might be described as consisting of a leading 
product dimension and a grown area dimension. 4 Alternatively, when 
evolving out of an area-dominated structure the matrix structure would 
have a leading area dimension and a grown product dimension. 5 

So we perceive four types of multinationals, depending on the degree 
of emphasis they put on the product dimension and/or the area dimen¬ 
sion. This continuum of multinationals is shown in Exhibit 1. 


1 See Derek F. Channon, “Prediction and Practice in Multinational Strategic Planning,” paper presented 
at the 2nd Annual European Seminar on International Business, European Institute for Advanced 
Studies in Management, 1974. 

2 See John S. Schwendiman, “International Strategic Planning: Still in Its Infancy,” Worldwide P&I 
Planning, Sept.-Oct. 1971. 

3 This section is based heavily on Peter Lorange, “Formal Planning in Multinational Corporations,” 
Columbia Journal of World Business, Summer 1973. See also Peter Lorange, “La Procedure de Plantification 
dans les Entreprises Multinationales,” Revue Economique etSociale, March 1973. Other classifications have 
been proposed in David P. Rutenberg, “Organizational Archetypes of a Multinational Company, 
Management Science , Vol. 16, No. 6, Feb. 1970; Howard V. Perlmutter, “L’Entreprise Internationale- 
Trois Conceptions,” Revue Economique et Sociale, May 1965; and Richard D. Robinson, International 
Business Management, (New York: Holt, Rinehart and Winston, Inc., 1973). 

4 Davis has developed the concepts of “leading” and “grown” dimensions of matrix structures. See Stanley 
M. Davis, “Two Models of Organization: Unity of Command versus Balance of Power,” Sloan Management 
Review, Fall 1974. 

5 We shall, however, not imply that the evolution of matrix structures will have to be toward an ultimate 
equal balance between the two dimensions. 
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Product Product Leading/ Area Leading/ Area 

Oriented Area Grown Product Grown Oriented 


Matrix Structure 

Exhibit 1. The Taxonomy of Multinational Corporations According to Relative Emphasis on 
Product Orientation vs. Area Orientation. 


It should be stressed that typologizing into four categories is an over- 
simplification, since we are really dealing with a continuum. Further, 
dimensions other than product versus area orientation are likely to be 
considered in a realistic taxonomy of multinational corporations. Also, 
the taxonomy adopted does not apply to the early evolutionary stages of 
corporate internationalization. Thus, much richer and probably also 
more realistic classifications may conceivably be developed. 6 However, 
keeping the purpose of this chapter in mind, little seems to be gained by 
adopting a more detailed taxonomy of multinationals. 

PLANNING PURPOSES: ADAPTATION AND 
INTEGRATION NEEDS 

Let us analyze the nature of the requirements for adaptation and 
integration in each of the four multinational archetypes we are consider¬ 
ing. 


The product-organized corporation 


This corporation will conduct its worldwide activities by means of several 
divisions, each responsible for carrying out the business strategy for one 
class of products on a worldwide basis. In terms of adaptation, then, each 
division will be responsible for scanning its own business environment. 
This implies a heavy pressure on each division to adapt to changes in each 
national market. How should the marketing promotion campaign be laid 
out for the promotion of a division’s products in a particular country? 
Which models seem particularly worthwhile emphasizing in a given coun¬ 
try? The pressures for scanning and adaptation within each worldwide 
product division will be on monitoring changes in area trends and taking 
advantage of the resulting opportunities. The major responsibility for 
carrying out this scanning rests on functional managers within each 

6 See Robinson, International Business. 
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division. Among the advantages of this form of adaptation will be a basis 
for the development of strong international plans for each business, 
which may enjoy the benefits of economies of scales in worldwide product 
strategies. Among the disadvantages may be the lack of adaptation to 
diverse geographical area inputs. Potential duplication of efforts by sev¬ 
eral divisions in interpreting the need for adaptation to the same geo¬ 
graphical area may also be a problem. 

At the corporate level of the product-division type of corporation adapta¬ 
tion tasks will center on the “mix” of the portfolio of divisions. Multina¬ 
tional strategy questions will not be addressed at headquarters, except 
when reviewing division plans to probe their soundness. Important issues 
for corporate management are how to adapt to changing patterns of 
inflation/deflation and/or devaluation/revaluation, and which divisions 
should receive added/diminished emphasis, given differences in the na¬ 
ture of products, capital intensity, and relative strength in an area that is 
becoming more/less attractive. At the extreme, these resulting corporate 
adaptation needs may lead to the triggering of acquisitions, that is, in¬ 
volvement in new business lines on a worldwide basis, or divestitures, that 
is, pull-out of a business on a worldwide basis. 

The integrating task of the worldwide product division will be primarily 
to make sure that the overall activities of the division are consistent. There 
will be a need to integrate the strategic programs within each product 
division as well as the various functional activities. On the other hand 
there will probably be relatively less need for area integration, since each 
program and/or function is slated to work independently within the 
worldwide area. Thus, the main coordination focus will be on each 
worldwide business line activity. 

At the corporate level there will be a need to integrate and coordinate the 
portfolio of worldwide business divisions, emphasizing financial funds 
flow interrelations among the divisions. Again, any portfolio adjustments 
resulting from a need for stronger integration eill be in modification of 
the plans of one or more of the product divisions, and not in area 
coordination directly. 

It can be deduced that the formal organization structure itself plays 
a major role in facilitating the integration task. A major reason for 
the particular choice of the worldwide product division structure is in 
fact the need to integrate this type of company’s worldwide activities along 
the product dimension. Thus, the formal organizational chart will typi¬ 
cally be a reflection of the integration needs of an organization. 7 


t See Alfred D. Chandler, “Strategy and Structure," M.I.T. Press, 1962, and Jay Galbraith, Design,«g 
Complex Organizations (Reading, Mass.: Addison-Wesley, 1973). 
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The geographically area-organized corporation 

To dichotomize the adaptation needs among the various multinational 
archetypes as clearly as possible, we shall consider the opposite of the 
product-organized multinational. This is the multinational corporation 
that is organized m a number of geographical divisions, each undertaking 
a relatively broad spectrum of businesses within its own area of the world. 
We shall first discuss the adaptation needs within each area division, and 
hen consider adaptation challenges at the corporate level. 

A primary task for each area division will be adapting its product 
portfolio to the area conditions and determining which products or 

erTl'mtn? ^ e “P ha , slze -. This wil1 be *e main responsibility of the gen¬ 
eral manager of the division, who will rely to a large extent on his business 

anagers within the area. Thus, each area division will have considerable 
autonomy m providing environmental scanning data from its part of the 
world. Headquarters for the area divisions will probably be staffed with 
executives most y from the host country and have broader local expertise 
than the product-oriented divisions. The latter divisions will probably 

mlt rtTt WOr l C J W ! derather than local geographical expertise and will 
ikely be staffed with executives from several nations. Divisions of 
the area-dominated multinational will have the potential for strong geo- 

?w P ,i! Ca T Ca , St " ategleS and P Ians - The bi ggest disadvantage is prob- 
JZ^ C Y* daP T 0n of P roduct strategies to several geographical 
areas. The adaptive efforts might lead to too much duplication of efforts 
in production, new product development, and so on among the areas and 
are ^lf ^ fragmentation ’ P ar ticularly if the geographical areas 

At the corporate level the adaptation requirements will be related to 
bakncmg the portfolio of area divisions. The task will be to assess the 
long-terin health of each area given the composition of products of each 
d vision. Given devaluation/revaluation and/or inflation/deflation oppor- 

. ™ fh a , nd/ °; threats ’ “^orate will evaluate which products seem to 
have the best future in various areas and which should be de-emphasized; 

ChangC ^ in the P° rtfolio - The central question will be 

worldwide 1S K em Ph asizin g a ^t of products that result in the best 

worldwide geographical balance. We shall expect to find a much higher 

need for international staffing and broad worldwide expertise at the 
corporate level m the area-dominated multinational than in that which is 
product-oriented. 

There seem to be diametrical differences between the two multina¬ 
tional archetypes in their needs for international competence and staff 
skills to carry out the adaptation tasks of planning at corporate as well as at 
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divisional levels. 8 This is not surprising, since the adaptation needs for the 
geographical area-organized multinational generally are so different 
from the adaptation needs of the worldwide product-oriented multina¬ 
tional. The product division will focus on adapting to changing geo¬ 
graphical area patterns, the geographical area division to changing 
business or product opportunities. At the corporate level, too, the adapta¬ 
tion challenges will be fundamentally different, although in both in¬ 
stances the task will be to monitor the balance of the portfolio of divisions 
according to devaluation/revaluation and/or inflation/deflation patterns. 
Thus, the adaptation needs for the divisional and corporate levels of the 
two types of multinationals will be structured along the opposite dimension 
to the one on which the corporation is organized. 

The divisional level needs for integration will focus on pulling together 
the diverse business activities within the given area. This implies that 
product policies within the area should be integrated, and that the pro¬ 
gram and/or functional activities within the area will be coordinated. 
There will probably be less pressure to integrate the business worldwide, 
however, since each division is responsible for adapting a business or 
product exclusively to its given area. The corporate level will coordinate the 
several area divisions so that the portfolio may become integrated; port¬ 
folio adjustments will probably be in terms of areas, not products. Again, 
the choice of organizational structure, which in this case is primarily 
along the area dimension, directly reflects the integrative needs of the 
corporation. 

Let us now leave the two extreme positions and consider the matrix 
structures, which will be faced with adaptation and integration tasks along 
both the product and area dimension. Before discussing the adaptation 
and integration tasks of our two matrix-based archetypes, however, let us 
review some relevant facts about coordination between the dimensions of 
a matrix structure. Effective coordination between the matrix dimensions 
must involve people; managers representing each dimension must get 
together to share information and work out decisions that take into 
account the considerations of each dimension. To facilitate coordination, 
then, it seems reasonable to form committees. 9 Staffing of these commit¬ 
tees should reflect the matrix dimensions involved and should be done 
with executives from appropriate organizational levels. A major implica¬ 
tion of the decentralized organizational structures considered here is that 
the responsibility for business strategy formulation and implementation 

8 Some of the differences in staffing patterns for nationals vs. nonnationals of four large European-based 
multinationals found by Davis, Edstrom, and Galbraith support this. See Harry Davis, Anders Edstrom, 
and Jay Galbraith, “Transfer of Managers in Multinational Organizations,” European Institute for 
Advanced Studies in Management, Working Paper 74-19, Brussels 1974. 

9 See William Goggin, “How the Multi-Dimensional Structure Works at Dow-Corning,” Harvard Business 
Review, Jan.-Feb. 1974. See also Davis, Edstrom, and Galbraith, “Transfer of Managers.” 
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as well as the bulk of the action program decisions will be made at the 
division level. Consequendy, it will be at this level that integration of the 
inputs from the various dimensions will have to take place, as each 
dimension should influence the way that business strategy decisions are 
made and carried out. It should be noted that a matrix structure does not 
imply that representatives from each dimension will have to cooperate in 
detail to reach decisions at each level of the organization. Rather, the 
multidimensional cooperation will take place at one level, namely through 
the business coordination committees at the division level. Below this, 
there will generally be unidimensional reporting to cope with the func¬ 
tional strategy tasks. At the corporate level only the leading dimension will 
be represented to formulate and implement a portfolio strategy. 

Product leading/area grown matrix structure 

This type of multinational will have a product-dominated organizational 
structure. However, going all the way along the product dimension with 
parallel business divisions operating worldwide would mean forfeiture of 
many of the benefits of being a large multinational and not merely a 
collection of business divisions. Thus, the rationale for the matrix struc- 
ture is the acknowledgment that more than one dimension might be 
beneficial and a willingness to capitalize on potential economies of scales. 

What requirements for adaptation face the product leading/area grown 
matrix structure? The answer is a combination of the adaptation re¬ 
quirements facing the worldwide product division organizations and the 
geographical area division organizations, but with relatively more em¬ 
phasis of the factors discussed for the product division organization. 
Thus, at the divisional level the adaptation requirement will be dominated 
by changes in the area conditions. However, some emphasis will also be 
put on assessing changes in the business product dimension within each 
area. At the corporate level, similarly, adaptation of the portfolio should 
be primarily a response to area reconsiderations but also for business line 
reconsiderations. 

In this type of corporation, which typically has evolved from a very 
strong dominance of the product dimension to the present balance, the 
integrating needs will probably not be too different from those of the 
worldwide product-organized corporation. At the division level the pri¬ 
mary integrative concern will be to get the product lines together. 
However, a secondary concern will be to insure the product integration 
in such a way that the areas also are integrated to the largest possible ex¬ 
tent. At the corporate level the product dimension will again be the one 
receiving the most attention for integration, so that the portfolio of 
worldwide product activities will be coordinated. However, this portfolio 
will need to be modified to take into account area coordination. 
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Area leading/product line grown matrix structures 

For this last type of matrix structure the opposite of what was the case in 
the previous section will be the pattern. The adaptation requirements of 
the product dimension will be the most important, both at divisional and 
corporate levels. However, the area adaptation dimension will also play a 
role. 

The integrative needs are likely to be similar to those of the corporation 
that is geographical area divisionalized. At the divisional as well as the 
corporate level, the area dimension will probably be the one requiring the 
most integrative attention. This should be modified by the need to inte¬ 
grate the product dimension as well. 

SUMMARY PATTERN OF ADAPTATION AND 
INTEGRATION REQUIREMENTS 

A summary of the adaptation and integration requirements of each of 
our four multinational archetypes is presented in Exhibit 2. As we see, 
there is a continuing shift in adaptation and integration requirements as 
we go from one organizational extreme to the other. It is important to 
recognize that the adaptation needs fall into a pattern along a continuum 
that goes contrary to the product/area organizational structure con¬ 
tinuum of multinationals, while the integration needs fall along a con¬ 
tinuum that goes in the same direction as the organization structure. This 
leads us to our first normative statement, namely that while the integration 
task of planning should be undertaken in such a way that it follows the 
organizational structure, the adaptation task should be carried out in a direc- 
tion contrary to organizational structure. 


Exhibit 2. SUMMARY OF THE INTEGRATION AND ADAPTATION PLANNING 
TASKS OF THE MULTINATIONAL CORPORATIONS IN OUR TAXONOMY 


Taxonomy of 

Corporations 

Adaptation 

Integration 

Worldwide Product 
Divisions 

Along Area 
dimension 

Along Product 
dimension 

Product Leading/ 

Area Grown Matrix 

Primarily along 

Area dimension; some 
along Product dimension 

Primarily along Product 
dimension; some along 

Area dimension 

Area Leading/ 

Product Grown Matrix 

Primarily along Product 
dimension; some along 
Area dimension 

Primarily along Area 
dimension; some along 
Product dimension 

Geographical Area 
Divisions 

Along Product 
dimension 

Along Area 
dimension 
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COSTS OF PLANNING IN MULTINATIONALS 

In this section we shall consider some of the costs of undertaking 
planning in each multinational archetype. One might ask whether it 
would not have been more natural to discuss first the issues of design and 
implementation of planning systems so that they might fulfill the re¬ 
quirements outlined in the previous section, then to consider the costs 
associated with the systems design alternatives. It will turn out, however, 
that cost considerations may have a major influence on the choice of the 
planning systems design approach. Thus, by discussing costs of planning 
at this point, we shall be able to advance a more cost-effective planning 
systems design approach. 

The relative proportion of overall planning costs attributed to the area 
dimension versus the business dimension of course changes as one moves 
from the one extreme to the other, as illustrated in Exhibit 3. 



Geographical 

Area 

Divisions 


^ Area Dominated/ Product DominatedWorldwide 

Product Grown Area Grown Product 

Divisions 


Exhibit 3 _ The Relative Proportion of Planning Costs Attributable to the Product Dimension 
vs. the Area Dimension. The a’s Indicate Product Dimension Cost Functions. The b’s Indicate 
Area Dimension Cost Functions. 10 


Wc see that the relative importance of each dimension’s planning cost 
segment will be dependent on the multinational archetype at hand. This, 
however does not imply that the absolute costs of planning remain the 
same for each archetype. For instance, evolving from a structure with 
geographic area divisions to a matrix with the area dimension dominated 
and product dimensions grown, the purpose will be to maintain a plan¬ 
ning strength along both dimensions. The planning costs of the area 


b*?- exhibit - See R - Galbraith, “Matrix Organization Design; How to 

Combine Functional and Project Forms,” Business Horizons , Summer 1964 (Exhibit 3), p. 70. 
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dimension will remain more or less the same, and the planning costs of the 
product dimension will be added. Thus, the nature of the absolute costs of 
planning implies that Exhibit 3 will have to be modified, as illustrated in 
Exhibit 4. 

From Exhibit 4 one will see that the choice of organized structure is not 
a free one, since the planning costs associated with a matrix structure may 
be substantially higher than for “extreme” structures dominated by one 
dimension. Thus, one may conclude that only in instances in which the 
added benefits accrued by carrying two dimensions outweigh the added 
costs will the adoption of a matrix structure be justified. Also, the in¬ 
stances in which a matrix planning structure will be justified cost 
benefit-wise will probably be fewer than commonly anticipated, given the 
significantly higher than expected planning costs associated with such 
systems. 

Diminishing the costs of planning in matrix archetypes 

Given the obvious potential payoffs of adapting and integrating along 
more than one dimension, and disregarding the added planning costs, we 
should discuss the two ways of changing the cost benefit tradeoff point: 
increasing the benefits from planning in the matrix archetypes and de¬ 
creasing the planning costs of these archetypes. We shall propose a way of 



Geographical 

Area 

Divisions 


/ Area Dominated/ Business Dominated/ X Worldwide 

Product Grown Area Grown Product 

Division 


Exhibit 4. The Absolute Proportion of Planning Costs Attributable to the Product Dimension 
vs. the Area Dimension. The a’s Indicate Product Dimension Cost Functions. The b s Indicate 
Area Dimension Cost Functions. 
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decreasing the planning costs that turns out also to increase the benefits of 
planning. 

Keeping in mind that the planning process implies a narrowing down 
of strategic options, which may come about through a series of stages, say 
objectives-setting, planning, and budgeting, we may ask the following 
question. Are the adaptation and integration requirements equally im¬ 
portant at each stage of progressive narrowing down? 

First, we should consider which is the more important purpose of the 
objectives-setting stage, to ensure adaptation or integration. At this stage 
he major planning task should be to reexamine the fundamental assump¬ 
tions for being in business, evaluate opportunities and threats, and con- 
sider whether the rationale for the firm’s policies is still valid; in other 
words, where the firm stands relative to the environment. A realistic and 
effective adaptation to the current environmental conditions is the major 
concern. Integration, on the other hand, plays a lesser role at the 
objectives-setting stage. 

n " r °™« do ™ sta «'. «■<= Pl^g stage, we still have to 
order m fll adaptation. More detailed plans will be developed in 

^ t r 5 1 °u UP u° n thC maj ° r issues for Captation to the environment 

ation r jectlv f- sectin g sta £ e - Typically, there will be the calcu¬ 

lation and evaluation of a number of “what ifs” to assess the effects of 

various environmental changes. There will, however, be an increasing 

Dlam a° r mte ^ ratIOn at thls sta £ e to ensure that the various parts of the 
plans are consistent, that they are exhaustive when taken together based 

,hat ■" rel ' v ” t peop,e w Ld ■ -- 

At the third and final stage of narrowing down, the task will be to 

Here^h^mai bud ^ e [f within the fraiT iework se t out in the plans. 

adaplationTthis 1 tge' " °" » ith “”«r„ for 

have shown that in each of the matrix archetypes there will be 

performing rh a “ d the area dimensions with respect to 

performing the adaptive and integrative tasks, and that the relative im¬ 
portance of these tasks shifts over the stages of narrowing down. We “n 

Exhibh g 5 geSt 3 n ° f lab ° r bCtWeen thC dimensions > indicated in 

We see that the adaptation task, to be performed primarily by the 

hibit2) ST 1 (in ^ accordance with the argument summarized in Ex- 

narrowinT 7 3 rdatlve \ mo ™ important role in the early part of the 

the leader Pr ° CeS T S ^ the inte g ration task to be performed by 
the leading dimension. Later in the narrowing down process, however! 


11 See Reading 2, Part 1 for an approach 


to a three-step narrowing down of strategic options. 
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Exhibit 5. The relative importance of the adaptation function of the grown dimension vs. the 
integration function of the leading dimension at each of the “narrowing down” stages. 


the roles will be reversed and the leading dimension will be relatively 
more dominating. 

Before discussing the specific implications of this opportunity for 
division of labor in the planning function of the matrix archetypes, let us 
emphasize that we are talking about relative importance of the tasks of the 
two dimensions. For instance, in a matrix structure with a mature and 
strong worldwide product dimension and a recent and weak area dimen¬ 
sion, the absolute importance of the leading dimension may prevail at 
all stages, although the relative emphasis will nevertheless follow the 
pattern indicated in Exhibit 5. 

Let us also consider how the planning tasks of our two extreme organi¬ 
zational structures, the worldwide product organization and the area 
organization, can be interpreted in terms of Exhibit 5. If neither of these 
organizational forms has a grown dimension, will the adaptation task be 
taken care of? Yes, to some extent, since the leading dimension will adapt 
to environmental changes within relatively narrow limits. However, a 
lesser need for environmental adaptation will be perceived in a structure 
organized along one of the two extreme archetype forms. Also, the 
capacity for environmental adaptation will be much greater in a matrix 
organization. In fact the environmental adaptation need is probably the 
major reason for organizing along a matrix structure. 

What are some of the implications that the pattern outlined in Exhibit 5 
will have on the division of labor in the execution of the planning func¬ 
tion? We see that extensive interaction among executives of the two 
dimensions of the matrix structure does not have to take place all through 
the narrowing down process, but only during the middle stage, that is, the 
planning stage. An added sense of direction can probably be achieved in 
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th a t it will be clearer which group of people will be primarily responsible 
at each stage of the narrowing down. The communication flows of the 
planning system can be simplified and be more explicit in terms of 
indicating who is responsible for what. 

In addition to improving planning by instilling an added sense of task 
direction there will probably also be considerable cost savings. The cost of 
planning in a matrix should be considerably less through division of labor 
than if the conventional approach were followed, namely full-blown 
interaction between the dimensions at each stage of the narrowing down 
process. 

This brings us to our second general normative statement, that costs of 
planning should be a major consideration in establishing an appropriate 
balance between adaptation and integration. The relative balance will be 
skewed toward more integration emphasis and less adaptation emphasis 
because of the costs associated with planning. However, emphasizing 
adaptation during the early stages of planning and integration during the 
later stages will tend to counteract this relative imbalance and will allow 
for a strengthening of the system’s adaptation ability. 

Conclusion 

We have analyzed the adaptation and integration requirements of several 
corporations within a taxonomy of multinationals and have come up with 
a pattern of planning tasks for the multinationals. It turned out that to 
carry out this planning would be exceedingly expensive for several of the 
corporations. However, we were able to suggest a way to simplify plan- 
ning and utilize task specialization. We suggest that this approach might 
lead to an operational, simplified, more effective, and less expensive 
planning activity in multinational corporations. 



3 

BETTER MANAGEMENT 
OF CORPORATE DEVELOPMENT* 


Planning and control systems should focus more 
on internally generated growth 

Richard F. Vancil 

The development of successful new products is a critical element in the 
strategy of most large business corporations. Acquisitions as a panacea for 
corporate growth objectives have been largely discredited—they are mar¬ 
velous when they work, but the odds are long. The odds on new products 
are long, too, but the individual risks are smaller; the payoffs from a 
winner are greater; and, perhaps most important, the process of intro¬ 
ducing a continuing stream of new products is manageable. How should 
top executives try to plan and control that process? 

DEVELOPMENT COSTS 

To begin, let us consider the kind of corporation commonly referred to 
as a “growth company.” It is likely to be publicly held, to have a good 
performance record, and to enjoy a high price/earnings multiple. Its 
primary financial objective is growth in earnings per share, and let us 
suppose management recognizes that most such growth must be inter¬ 
nally generated—i.e., acquisitions will not be the prime growth element. 
The company is organized along divisional lines, reflecting the increas¬ 
ing diversification of its businesses, and the divisions have a fair amount of 
managerial autonomy. 

What permits a company like this to generate continual growth? Or, to 
state the question in more operational terms, what is the constraint that 
inhibits even faster growth? In order to manage such growth, manage¬ 
ment must have a clear fix on the critical controllable resources that 
produce increases in future sales and profits. The economist’s concept of 
a “scarce resource” is highly relevant here. Identifying and allocating 
the utilization of that resource is management’s primary task. 

In many companies, the traditional scarce resource is considered, 
appropriately, to be capital—whether obtained from internal cash flow. 


^(Reprinted from Harvard Business Review Sept.-Oct., 1972) 
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or through borrowing, or from the sale of stock. However, for a growing 
company with an above-average performance record, capital is not 
scarce; such a company has expanding debt capacity, and the sale of 
common stock may cause only a temporary, negligible dilution in earn- 
ings per share. In such growth companies, there is a dollar resource far 
larger and much less well-identified and controlled than capital. 

I call this scarce resource “development expenses.” I define them as 
expenditures that are charged against income in the current year but that 
do not give rise to profits until some subsequent year. 

It should be borne in mind that profits are a managed figure in many 
growth companies. This does not mean that profits are “manipulated” in 
an accounting sense, but rather that they are the first figures to emerge 
from the budget-making process, not the last. 

Given an objective of steady earnings growth, the profit requirement 
for next year is a simple extrapolation from the past. To fall short of this 
requirement is bad and is likely to have an adverse effect on the company’s 
price/earnings multiple. To exceed this requirement is unnecessary and 
may be almost as bad as falling short, for it both increases the level of 
profits that must be reported in the following year and raises shareholder 
expectations (thus making management’s task more arduous and the risk 
of failure higher in the future). As a result, if profits look as though they 
will be higher than needed, management finds ways to plough pretax 
dollars back into the development of the business, attempting to insure 
that future growth can more easily be sustained. 

New accounting concept 

Exhibit I illustrates the concept of development expenses. Here we see 
two versions of the annual profit and loss statements for a growth com¬ 
pany that is relying on internally generated funds for capital. 

Conventional statement. The left-hand column in this exhibit is simply a 
more detailed version of the income statement that is condensed in the 
annual stockholder’s report. It shows that this company spends 5% of 
sales on research and development and that it has a good technological 
edge in its field so that its marketing costs are reasonably low at 10% of 
sales. Its after-tax profit margin is 7.5%, which gives it a respectable 
return on investment. Retained earnings are large enough both to permit 
capital expenditures that are 50% larger than current depreciation and to 
cover the working capital needs arising from growth. In short, the con¬ 
ventional income statement shows a stable, steady growth situation. 

New statement. However, this company is not really so placid as these 
figures might imply. Management is able to generate growth consistendy 
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Exhibit L STATEMENT OF ANNUAL CORPORATE 
DEVELOPMENT EXPENSES 


(In millions of dollars) 



New statement 


Conventional 

Base 

Development 


statement 

business 

expenses* 

Sales 

$1,000 

$1,000 


Less cost of goods sold 




Labor and material 

400 

400 


Manufacturing overhead 

175 

150 

$ 25 

Depreciation 

50 

50 


Total 

$ 625 

$ 600 


Manufacturing profit 

375 

400 


Less other expenses 




Research and development 

50 


50 

Marketing 

100 

50 

50 

General administration 

75 

50 

25 

Total 

$ 225 

$ 100 


Profits before tax 

150 


$150 

Profits after tax 

75 



Dividends 

25 



Capital expenditures (including 




reinvested depreciation) 

75 



increase in working capital 

25 




*Column I minus Column 2. 


because there are many projects in progress designed to increase sales and 
profits in future years. These projects all cost money. Where does this 
money come from? 

The middle column in Exhibit I shows the same company’s income 
statement presented in an unconventional manner. The only expenses, 
sales, and profits figures shown are those relating to the “base 
business”—that is, the established, profitable product lines. Expenditures 
which are not recovered in the current year through higher sales or lower 
costs are excluded in the middle column. The effect of this procedure is to 
change every expense item except prime costs and depreciation 
—reflecting the fact that this corporation, like so many others, charges 
some items to current expenses that are really an investment for the 
future. 

I am not arguing here for a change in the way accountants calculate net 
income, but current accounting conventions do obscure, even for man¬ 
agement, what is going on in the company. 

The difference between the two income statements is, of course, the 
development expenses. These are shown in the right-hand column of 
Exhibit I. 
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Component expenses 


As can be seen, development expenses break down into four broad 
categories which, in total, amount to $150 million: 


1. R&D expenses are fairly obvious. Managers traditionally think of this type 
of cost as an investment in the future, even though it is charged against 
current income in most large companies. The mission of R&D is clear: to 
produce the ideas and technology that permit the company to introduce 
new or im P roy ed products. The activity is critical, but it is only the 
beginning of the total effort required to provide growth in sales and 
profits. 

2. Marketing expenses contain another major segment of corporate develop¬ 
ment funds. The nature of these outlays varies greatly from one company 
to another, but every growing corporation incurs substantial current 
expenses in marketing that have a delayed profit payoff. The two most 
common examples are the costs of launching a new product and the 
start-up costs of getting established in new market segments or new 
geographical areas. Advertising, too, has long-run payoffs. 

3. Manufacturing overhead has development costs hidden in it. As a percen¬ 
tage of the total overhead, this cost may not be large but the total dollars 
are still significant. The two main types of development activities at the 
plant level are (1) the pilot plant operations and debugging costs as- 
sociated with manufacturing a new product, and (2) the engineering 
efforts aimed at reducing manufacturing costs for current product lines. 
Both of these activities trade current expenses for future profits. 

4. General administrative overhead is traceable in part to the fact that this 
corporation is trying to grow. The company is intentionally overstaffed; it 
is doing more than what is required simply to run the base business. The 
extra people are scattered across a variety of functions, including new- 
products departments, venture teams, market research groups, and 
others. These people are not employed to produce today’s business; their 
job is to improve profitability in the future and to provide growth. 


l i • C nu ™ bers m Exhlblt I are not significant; what is important is 
ooking at the operations of the business in the way described. The size of 
this pool of funds and the projects for which it is used vary gready from 
one company to another, but usually growth companies have a substantial 
amount of such funds. In terms of order of magnitude, it is probably safe 
to make two generalizations. 

Flrst ’} {th f corporation has a formal R&D effort and costs it out in the 
conventional manner, this expense is likely to be only a fraction of total 
development expenditures (one third in our example). 

Second, capital expenditures, which deservedly get a lot of management 
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attention, are also only a fraction of the corporation s total future- 
oriented expenditures (expense dollars are twice as large in this example. 

REALISTIC PERSPECTIVE 

How do most managements look at capital expenditures and develop¬ 
ment expenses? Although the purpose of both types of outlay is the 
same—to lay out money today in the hope of getting it back with a profit in 
the future—the two categories tend to be managed quite differently. 

Most companies have elaborate systems and procedures to guide the 
decision process for capital investments; they specify careful gradations 
of spending authority at each hierarchical level, create complex manuals 
on capital budgeting procedures, and work up elaborate analytical for¬ 
mulas to calculate the probabilistic present values of projects. Develop¬ 
ment expenses, on the other hand, usually get buried in the conventional 
operating budgets. While the highly visible R&D budget may get man¬ 
agement attention (and indeed some companies capitalize these costs), the 
bulk of the expenses identified in Exhibit I are never identified separately, 
let alone managed as the scarce resource of the company. Why is this so? 

One reason is mainly historical and shows the power of accounting 
conventions to influence thinking. Accountants capitalize the amount of 
investment in fixed assets while writing off other investment-type ex¬ 
penses primarily because the former are intangible, have some salvage 
value, and can be recorded easily. ... 

A second reason, as accountants and financial executives point out, is 
that capital expenditures are irreversible; money put in bricks and mortar 
is “sunk.” Ironically, this is even more true for development expenses. A 
plant or a machine may be the wrong size or in the wrong place, but it may 
still have a value to someone else and part of the investment may be 
recouped. However, development expenses that go awry are not just 
sunk—they are gone. 

And a third reason is that capital investments frequently represent 
large, separable decisions that deserve the best possible assessment of the 
risks and rewards. There is some validity to this viewpoint but, in terms of 
the dollars involved, the expense side of a new product—from research to 
market acceptance—is frequently much larger than the equipment re¬ 
quired to manufacture it. The real difference is in the timing. The 
development program for a new product may take five years or more and 
require a series of sequential decisions to proceed from one stage to the 
next. The final decision, to build a new plant after a successful market 
introduction, is not risky; it is practically a foregone conclusion after the 
earlier, high-risk money has paid off. Also it is an explicit decision, 
whereas the series of unrecorded earlier investments are forgotten. 
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This is not to say that, given their obligations, the accountants’ careful 
distinction between capitalized and written-off expenditures is not defen¬ 
sible or rational. It is to say that the distinction has been given too much 
importance by managers. Dollars are dollars, and any corporation has too 
few of them with which to buy growth in future profits. 

Economics of growth 

The validity of development expenses as the scarce resource in a growth 
company is illustrated in Exhibit II. It shows the profit projection if all 
development expenses were discontinued. Profits would decline because 
no new businesses would be added and the franchises of the old busi¬ 
nesses would eventually wither. Fortunately, the company can meet its 
growth objectives for the coming year with substantially less profit than 
that available from the base businesses. Therefore, $150 million can be 
spent to perpetuate old businesses and develop new ones. If the money is 
spent wisely, management hopes that the reported profits will continue to 
grow at a steady rate. Achieving that goal requires the management of 
many development projects, simultaneously and continuously. 

Exhibit III shows the profit and cash-flow profiles of a typical develop¬ 
ment project. For most such projects the curves fall into this well-known 



Exhibit II. Effect of development expenses on profit profile. 
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Positive 



Exhibit ill. Profit and cash-flow effects of a typical development project. 


pattern, the difference between cash flow and profits being accounted for 
by expenditures that are capitalized and depreciated (over the life of the 
project the total amount of profit and cash flow will, of course, be the 
same). The actual shape of the curve naturally varies substantially from 
one project to another, particularly with regard to the length of time 
before profits come in and with regard to the amount of the accumulated 
deficit up to that time. However, the expected pattern for any successful 
development project will always have this basic shape. 

Exhibit IV shows the collective effect on the company of a continuing 
stream of development projects. Each year, if the prior year s develop¬ 
ment funds have been spent successfully, the residual profit potential in 
the base businesses is higher than the year before. The result is that the 
pool of development funds also grows a little, even after allowing for an 
increase in reported profits. 

The fact that the economics of internal development are complex, as 
illustrated in Exhibits II-IV, is well known. Less well appreciated, perhaps, 
is (1) the complexity of the development process, and (2) the challenges 
that it poses for management. I shall devote the balance of this article to 
these two topics. 
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Exhibit IV. Cumulative profit profile of development projects. 

COMPLEXITIES OF ANALYSIS 

There are not many parts of the business which do not incur develop¬ 
ment expenses of some kind. In order to understand the management 
task, let us break down the development process into four parts. 

1. identifying resources 

Development resources are essentially people, and development ex¬ 
penses are almost entirely made up of payroll costs. Simply identifying the 
personnel working on future-profit activities in a large corporation is a 
difficult task since these individuals are scattered throughout the organi¬ 
zation. The more complex the company is, the greater the variety of 
talents that are deployed in development tasks. 

In the situation on which Exhibit I is based, determining that the 
company was spending $150 million per year required a careful analysis 
of the activities of each department. The company found that personnel 
in more than 100 departments were engaged either full or part time in 
development projects. These people were scientists, market researchers, 
product-development specialists, members of new-product teams, de¬ 
signers, engineers, planners, and others. Moreover, it was not merely a 
question of pure development departments as such, for throughout the 
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organization there were individuals whose tasks were largely future- 
oriented—even when their departments were primarily involved with 
current business. In fact, there were not many organizational units that 
did not look past the current base businesses in some way. 

Management also found that the people engaged in development work 
tended to be some of the best employees in the organization. A company 
seeking to grow internally must, as a general rule, employ higher caliber 
personnel than a similar company must that is content to maintain the 
status quo. And these people almost inevitably are assigned to develop¬ 
ment tasks.This makes the management of the development process 
more difficult because direction and tight control are difficult to combine 
successfully with the creativity, imagination, and dedication of innovative 
people. 

2. Classifying activities 

The diversity of development activities in a growth company is enormous. 
In the company used for Exhibit I, each person engaged in developmental 
tasks was asked to describe the project or projects he was working on. Two 
main findings emerged. First, many projects involved the efforts of per¬ 
sonnel in more than one department. The bigger the project, the more 
likely that a half-dozen or more departments, at both the corporate and 
division levels, were involved. Typically, each individual was aware of 
some of the related activities of other groups, but no one manager was 
well informed about the magnitude or rate of progress of the combined 
efforts. Second, many projects were proceeding simultaneously nearly 
500 in all—so that the management of the entire process was almost 
impossible without the benefit of specialized planning and control sys¬ 
tems. . ... 

One helpful way to deal with such complexity is to categorize activities 
so that they can be dealt with at a summary level by top management as 
well as at a detailed level by operating people. In the company in question, 
management classified new-business projects as follows: 

Research. In the pure exploratory sense, research comprised only about 
5% of the total development expenses. These projects were designed to 
expand the frontiers of technological knowledge in the hope of develop¬ 
ing new materials and processes for commercial exploitation. 

Product development. Projects in this category were in the early phases of 
the development cycle shown in Exhibit III. A project entered this category 
when the first, crude specifications for the new product were delineated. 
The project was reclassified into the next category as soon as it began 
yielding any sales revenue from market tests, even though product de¬ 
velopment activities continued concurrently with the initial marketing 
efforts. 
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Market introduction. This category included all the expenditures con¬ 
cerned with launching a new product. The projects were at the loss- 
reversal stage in the cycle shown in Exhibit III; losses tended to increase in 
the early stages of market introduction, but if successful the product 
subsequently became profitable. (At the point where a new-product line 
crossed the profitability threshold, it was reclassified as an existing 
business—although various kinds of developmental activities would con- 
tinue over the life of the product, as will be described later.) 

Projects for existing businesses involved a more diverse and diffuse 
range of activities, but again some broad subcategories were designated: 

Product-modification projects designed to extend the life cycle of 
existing products by improving and expanding the line (e.g., changes in 
product design, packaging, or flavors). 

Marketing-extension projects aimed at opening new market segments 
or new geographical areas to existing and modified products (e.g., special 
promotional campaigns). 

Cost-engineering projects designed to improve processes, programs, 
and other activities. 

3. Allocating 

A useful analogy for thinking about the allocation process is as an invest- 
ment portfolio. After deciding on the amount of development funds 
available, the management of a diversified corporation had to divide the 
funds among competing projects. A wide range of risks is involved, from 
very safe cost-reduction projects to high-risk, new-product programs with 
high payoff. This situation closely parallels the choice facing the manager 
of an investment portfolio, who has to choose among investments ranging 
from triple-A bonds to highly speculative common stocks. 

The corporate task is more complex than the portfolio manager’s. For 
one thing, the funds to be allocated are less flexible; people resources are 
mobile only to the extent that they can be reassigned, making major rapid 
shifts impractical. For another, choices made in one year both constrain 
and increase opportunities for choices next year. 

4. Integrating the system 

In order to pull together the identification, organization, and allocation 
of development resources, management needs to modify the planning 
and budgeting systems of the corporation. The integrated system that I 
recommend is illustrated conceptually in Part A of Exhibit V. This matrix 
shows a two-step management process involving first planning and then 
budgeting. Planning, on the horizontal axis, is the process of deciding 
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A. Conceptual scheme 
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Exhibit V. Integrated planning and budgeting. 

which projects should be funded and what resources (what talents and 
how much of each) are needed for each project in each organizational 
unit. Budgeting, on the vertical axis, may be thought of as the process of 
obtaining the necessary resources or ensuring their availability. This 
means that the budgeting system must identify and separate development 
personnel and expenses from base-business personnel and expenses. 

As Part B of Exhibit V indicates, Project X is a proposal to spend $1.2 
million to develop an improved product for one of the existing lines of 
business. The effort required is primarily at the division level, but 
$140,000 must also be spent by personnel in three different corporate 
staff groups (research, development, and engineering). The data suggest 
that the engineering department, which is budgeting $50,000 for Project 
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X, is heavily engaged in current operations; $2,200,000, or slightly more 
than half, of its total budget is devoted to the base business of the 
company. 

Because the nature of each project changes over time and is never 
precisely predictable, the integration of needs and resources in this way is 
no easy task. Moreover, the resources are people whose talents are not 
interchangeable and who cannot be turned on and off like a tap. Nor can 
such people—least of all, the dedicated, creative, high-caliber personnel 
in development work—be moved at random around the organization. 

CRITICAL ISSUES 

We have seen that development expenses, broadly defined, are the 
critical resources to be managed in a growth company and that the 
development process is complex. Many of the managerial implications of 
this discussion are already apparent: major changes in executives’ think- 
ing may be required to reconceive the management task along the lines 
described; and concomitant changes in the corporation’s planning, 
budgeting, and reporting systems will also be required. More specifically, 
these issues are of pervasive importance to top management. 

Strategy and objectives 

The conventional wisdom of corporate planning is that the strategic 
process begins with a clear and explicit statement by the chief executive 
officer of his objectives for the corporation and the broad strategy that he 
proposes to pursue. Such an approach is no doubt appropriate in some 
situations, but it is not at all clear that it is the right approach for a 
diversifying growth company like the one discussed earlier. Should a 
statement of strategy and objectives be issued at the beginning or the end of 
the annual planning effort? 

Turning back to Exhibit //, I suggest that this simple chart is a concise 
illustration of the objectives and strategy of a company which seeks to 
grow by internal development. The objective—at least the financially 
quantifiable one—is expressed by the slope of the growth line. That, in 
turn, is a function of both the availability of expense dollars for develop- 
ment (the shaded area), and the time-phased payoff of the opportunities 
available. For a diversified corporation, strategy is best expressed as the 
choice of which and how many developmental activities to pursue. 
Viewed in this way, the decisions ahowthow much to spend on development 
and how to spend it are the very essence of what most businessmen mean 
by strategy. 

There are advantages in delaying the preparation of a statement of 



Better Management of Corporate Development 


301 


corporate strategy and objectives. A delayed statement can be much more 
explicit and thus can provide a much better sense of direction and pur¬ 
pose than the typical “motherhood” statements obviously drafted by staff 
planners. Moreover, the very fact of a delay is, in itself, a statement that 
the corporate strategy is somewhat opportunistic, as it has to be for a 
growth corporation. In a statement that is issued as a wrap-up of the 
process of allocating developmental resources instead of as a preamble to 
that process, the corporate objective can be clear and the available re¬ 
sources can be explicit; yet there can also be an acknowledgment that the 
biggest elements of change in the equation are the opportunities. 

Division autonomy 

Who is responsible for growth in a divisionalized company, corporate 
management or divisional management? Answers to this question vary 
greatly in U.S. business today. 

At one extreme, the president tells his division managers to run their 
businesses as if they were independent companies each responsible for 
its continuing growth. The attractiveness of this approach is that it creates 
many centers of initiative, which are each highly motivated to be innova¬ 
tive and to grow. One disadvantage is the problem of communicating 
corporate objectives to a diverse group of managers. A greater danger is 
suboptimization; since some divisions have more and better development 
opportunities than others, they may end up rejecting some projects that 
are better than the ones accepted by another division. 

For a diversified, growing company the answer to this problem does 
not lie at the other extreme, where the division managers are mere 
functionaries overseeing today’s business while all new-product e 
velopment is handled at the corporate level. The most promising answer 
is to institute the same careful sharing of authority for committing e- 
velopment resources as is common in the authorization of capital expen¬ 
ditures. Rather than put dollar limitations on a division manager’s author¬ 
ity, however, management can draw a line between development projects 
for new and for existing businesses. It might proceed as follows: 

The primary initiative for development projects in a n existing business 
must lie with the divisional personnel; they are the ones who know t e 
most about that business. 

But the amount to be spent in each such business should be approve at 
the corporate level, determined in the context of the opportunities availa¬ 
ble in other existing or new businesses. (Specific projects connected with 
the business can then be approved and monitored by the division man¬ 
ager in a way analogous to conventional capital budgeting procedures.) 

The divisional personnel, along with their counterparts in the various 
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corporate staff departments, are a major source of ideas for new business 
developments. Funding such projects, however, is strictly a corporate- 
level decision because: (1) new businesses tend to be much riskier, if only 
because they are harder to appraise; (2) in the early stages, a new business 
or major new-product line may deserve investigation even if it lacks 
divisional sponsorship or support; (3) while selecting the set of new- 
business projects—with their complex patterns of risk and reward—can 
scarcely be an analytically rational process, it can and should reflect the 
strategic choices of top management. 

Implementing this approach, particularly in companies where the 
divisions have been highly autonomous, is likely to be viewed as a diminu¬ 
tion of division managers’ responsibility. In fact, in some companies this 
may be exactly what is needed. If divisional operating budgets include a 
substantial amount of development expenses, corporate management 
may have delegated away too much authority over activities that are vital 
to future corporate growth. For instance, in the company used as an 
example earlier, roughly two thirds of the total corporate development 
expenditures were included in divisional budgets until procedures like 
those described were established. 

Measurement and review 

Every project, no matter how small, must have a manager who is respon¬ 
sible for achieving the results that were expected when the project was 
approved. For most small projects, project management is not a full-time 
job; it is an addition to the individual’s responsibilities in the base business. 
Most small projects are also related to the existing businesses, thus sim¬ 
plifying the cost-measurement problem to some extent. 

In the case of new business development, the management and meas¬ 
urement tasks are complicated by the fact that such projects may stretch 
out over several years, requiring different kinds of management skills at 
different points in time. Also, in their latter stages, these projects may be 
very large, drawing on development resources from many departments. 

In order to handle the long development period and the episodic 
nature of progress, new-business developments should be funded from 
event to event. Each proposal for an allocation of development funds 
should specify one or more milestones at which progress will be reviewed 
and new funds authorized for the next steps. At these review points, 
official responsibility may be transferred. For example, it might rest first 
with an engineer in the corporate development lab, then with a senior 
analyst in the corporate market research department, and finally with a 
new venture manager or a marketing manager in the division that expects 
to add the new business to its existing businesses. 
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To deal with the large, cross-departmental nature of new-business 
developments, a project accounting system analogous to work-order ac¬ 
counting for capital expenditures may be needed. This approach has the 
virtue of removing development expenses from the regular departmenta 
operating budgets, thus permitting easier accountability for t e manage 
of each project. (Such a system could also be used for smaller projects bu 
is probably not worth the effort.) 


CONCLUSION 

What is the most effective approach to the management of internally 
generated corporate growth? While no simple set of rules is possible, 

executives should consider these guidelines. 

They should identify and mobilize the developmental resources of the 
corporation. Most corporate managements do not know at least not in 
terms of the broad definition of development expense dol ars used in the 
article, how much they are spending for the future or where it is spen 
within the organization. But it is possible to find out, and the result may 
a surprise. Many growth companies are engaged in an unbelievable range 
of developmental projects carried out by people scattered all across the 
organization chart and representing a vast array of risks, rewards, and 
time patterns of payoff. Quantifying these activities is a critically impor¬ 
tant first step. „ . _ . . 

Top management must focus attention on the use of developmental 

resources. This set of decisions is the critical resource allocation problem 
and the most tangible expression of corporate strategy. Some sort ot 
formal system to aid in the management of development resources is 
necessity, even though it will take a while to work it out. 

Top management must reexamine the distnbuuon of authon y or 
committing resources to developmental projects. One thing is certain, 
expenses should not be buried in divisional or departmental operating 
budgets; the amounts involved are too important. Division managers 
need some discretion, but top management overview is probably more 
critical here than it is in the case of capital expenditures. 

Systems must be devised to monitor the effectiveness of utilization ot 
development funds. This step, too, takes time and may never be done in a 
completely satisfactory manner, but without some such effort top man¬ 
agement will never achieve a sense of control over the destiny of the 

C °This approach is not a one-shot analysis of a critical resource; it is a 
whole new way of thinking about the management of a growt company. 
Managing change is not a problem that managers solve; it is a problem 
that they live with. If they decide to devote their efforts to that problem, 
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then they should design the planning, budgeting, and reporting systems 

to bring the problem into focus. This is a major task, but the potential 
payoit is enormous. 


Case 1 


American Airlines, Inc.* 

9 American Airlines, Inc. was awarded the right to fly several 
new routes m the Pacific. The Corporate Planning Department" headed 
S f VlCe Pres,dent > Mr - Harry A. Kimbriel, was responsible for 

mnfinf M C n t , aCq uT n Pl3ns ’ ad J' ustin g Previously developed trans- 
ontinental flight schedules and scheduling the new routes. 

btnct time constraints, the immense scope of the problems to be solved, 
and American’s history of advanced systems development were impor- 
ant factors in the Planning Department’s decision to make its Corporate 
Planning Model the focal point of the Pacific planning process. 

Mr. Kimbriel explained, “We at American were naturally pleased to 
have won the Pacific routes. However, for those of us in Corporate 
Planning, the award posed urgent problems. Since the Pacific routes were 
Hm C ortra ic in June 1970, we had approximately one month’s 

ume to develop our overall plans. The Operations and Marketing De- 

nr™? ne ^ d our Pining outputs so they could make necessary 
p parations before American inaugurated regular service.” 

BACKGROUND 

Since 1934 the U.S. airline industry had been subject to strict supervi¬ 
sion an legal regulation by the Civil Aeronautics Board (CAB) Three 
^ P owers the power to certify all air carriers to operate; the 
]? , aSSlgn air routes to specific carriers; and the power to adjust 

air carrw! a P ronoun « d effect upon strategies pursued by the domestic 
on ™ A A amSt 3 ? ackgr ° und of industry-government negotiation 
s an fares, the individual carriers competed on the basis of 


Irot^chZTvtcl PCter LOnmge ’ ReSCarCh ASSiStant > under supervision of 
Copyright © 1970 by the President and Fellows of Harvard College. 
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scheduled frequencies and standards of service, while struggling to keep 
their operating costs as low as possible. 

Through 1968 the airline industry had generally experienced a high 
and continuous annual rate of growth, measured both in terms of dollar 
volume of revenue and magnitude of capital investment. For American, a 
major U.S. trunkline, this was reflected in the following annual revenues 
and profits: 



1961 

1965 

1966 

1967 

1968 

Operating Revenue 

Net Profit 

$421.3 

7.2 

$612.2 

39.7 

$724.6 

52.2 

$841.5 

58.8 

$957.2 

35.5 


American Airlines’ management believed that first and foremost the 
company was a service industry involving just one product the trans¬ 
portation of people and goods by air. American did engage in some 
peripheral activities such as contract maintenance, catering, and hotel 
service; however, each of these ventures existed to support the primary 
business of air transportation. 

As of January 1970, American served 43 cities in the U.S., Canada, and 
Mexico with a fleet of 247jet aircraft. The fleet in operation or on order is 
listed below. Current purchase prices for the various aircraft still in 
production are also recorded in millions of dollars: 


Type 

In Operation or 

On Order or Option 

1970 Purchase 

Price Per Plane 

“First Generation Jets” 

53 

$6.7 

8.1 

8.3 

8.0 

6.0 

4.8 

5.6 

3.3 

Boeing 707 

Boeing 707-lntercontinental 

10 

Boeing 707-Convertible 

20 

Boeing 707-Airfreighter 

17 

Boeing 720 

22 

Boeing 727 

Boeing 727-Stretch Version 

57 

41 

BAG 400 

27 

Total 

“Second Generation Jets” 
McDonnell-Douglas 

247 

16.0 

24.0 

DC-10-“Air Bus” 

50 

Boeing 747-“Jumbo” 

16 

Total 

66 



ORGANIZATIONAL STRUCTURE 

The organizational structure of American Airlines in January 1970 is 
shown below: 
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Board of 
Directors 


Chairman, President 
& Chief Exec. Officer 


Vice Chairman 


I i i ii-r 

Administration Finance Marketing Operations Corporate Ptng Public 
Sr. V.P. Sr. V.P. Sr. V.P. Sr. V.P. V.P. ‘ Affairs 

V.P. 


V.P. & Gen. 
Counsel 


The Corporate Planning Department was organized as follows: 


Corporate Ping. 
V.P. 

H.A. Kimbriel 


Tech. Ping. 
Asst. V.P.“ 


Tech. Ping. Facilities Systems Capacity Corporate Financial 

Planning Planning Planning Planning Planning 

Dir. Dir. Director Director Director 

D. H. Langston 


Economic 

Planning 

Director 


ROLE OF THE PLANNING DEPARTMENT 

The formal planning process at American Airlines began with the 
Corporate Planning Department in January each year and involved the 
simultaneous development of macro and micro forecasts. From five-year 
economic and environmental projections total industry traffic and re¬ 
quired aircraft capacity were determined. Then an American Airlines 
share of total market was formulated. As a check to this industry or macro 
approach, micro forecasts were also developed and cumulated for each 
individual route segment. Once the macro-micro approach yielded ac¬ 
ceptable traffic volume forecasts, revenues and operating costs contribut¬ 
ing to an initial profit and loss projection were developed. 

After the preparation of this “rough cut,” extensive efforts were made 
throughout the company to improve the plan. The Marketing and Opera¬ 
tions departments were particularly active in this revision process. By late 
August a proposed five-year plan was submitted to the Chief Executive 
Officer. Normally some refinements were necessary, and the completed 
plan was approved in the early fall. 

Talking about planning activities at American, Mr. Douglas Langston, 
Director—Corporate Planning, said, “In broad terms, the role of the 
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Planning Department is to focus corporate attention on basic policy 
questions and decision points, and to provide the ground rules, t e 
stimulation and the coordination of the various departmental planning 
efforts. We monitor current results of operations in order to update our 
planning assumptions and try to identify problems and their profit im 
pact to give appropriate guidance to the operating departments. 

“There are many factors that place limitations on the strategic choices 
of an airline. Some of these are institutional, such as the federal require¬ 
ments concerning fares, routes, and safety, and some result simply rom 
the competitive situation of the industry. The challenge of planning is to 
help management figure out how to make a satisfactory profit while still 
living within these various constraints. Today, this challenge has taken on 
some new dimensions, three of which are particularly critical. 

“Growth forecasting has always been one of the biggest and most 
difficult problems we have,” Mr. Langston continued. “Although the 
basic route structure is relatively stable and a vast amount of high quality 
historical data is available from regulatory agencies and corporate tiles, it 
has never been easy to forecast traffic growth with accuracy. Today the 
accuracy of long-range forecasting has become essential. Because of t e 
increasing technical and financial requirements inherent in eve oping 
new aircraft for service in the 1970s, the lead time for “second genera¬ 
tion” planes may be four to five years instead of the twelve- to eighteen- 
month lead time characteristic of the ’50s and ’60s. 

“A second new dimension in airline planning problems is financing. 
Most major airlines have now completed their first jet equipment eye e 
and are looking immediately ahead to two new equipment cycles that will 
follow each other in rapid succession, the “Jumbo” jet and the Air us, 
and then the supersonic transports. Although the airlines have for years 
been one of the nation’s major capital consuming industries, spending or 
these new aircraft will accelerate the capital requirements tremendously. 

“The third area where planning problems and penalties have in¬ 
creased in dimension,” Mr. Langston went on, “is in the timely acquisition 
of the ground equipment and facilities necessary to support the operation 
of the existing and prospective fleets. Thorough planning can help to 
minimize maintenance and other nonoperating time of increasingly ex¬ 
pensive aircraft. Also, careful planning has been mandatory in the rede¬ 
sign of passenger terminals with respect to gate requirements, corridor 
widths, baggage handling areas, curb space, and so forth. 

“All of fhese new pressures have just exaggerated the importance of 
planning for the acquisition and utilization of aircraft the two main, 
continuing tasks of my department. The two most critical factors m our 
success are the acquisition of new routes and the acquisition of new 
aircraft. I’m not too involved in the first, but when we do win a route such 
as the Pacific award, I’m in the thick of the second issue. 
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The reason why aircraft acquisition is so important is straightforward. 
The capacity that we have available at any point in time, both the quantity 
in terms of seat-miles and the quality in terms of the types of planes, 
frequencies and desired departure times, affects our ability to win a share 
of the market on our routes. The more successful we are, the larger our 
revenues. The problem is one of profits and the major consideration is 
capacity. If we have excess capacity, our revenues may go up but our 
profits down because we’re flying too many empty seats. If we’re short of 
capacity, or our competitors are offering better equipment, we’ve lost a 
profit opportunity. Either way, we stand to lose. The trick is to find the 
right balance. 

Another major consideration of fleet management is aircraft utiliza- 
tion. It might be considered a tactical problem, because it is constrained by 
previous decisions, but it s a very important problem. Since we can’t really 
add new capacity on short notice, we’ve got to do the best we can with what 
we have. The type of aircraft is an important factor in the passenger’s 
appraisal of the quality of our service, but departure times, nonstop 
service, and convenient connections are also important. On competitive 
routes particularly, we know that our market share is directly affected by 
how good our flight schedule is. 

Just as with the acquisition decision, you can’t really win the schedul¬ 
ing game, the tradeoffs are too complex. Utilizing a given fleet, you can 
gain on one route by offering more frequent service, but then that plane 
isn’t available to offer an extra flight on another route.” 

NEW MANAGEMENT TOOLS 

During the decade prior to the Pacific route award the management of 
American Airlines was actively developing new approaches for dealing 
with the problems of the airline industry. The most important of these 
techniques was the application of computer technology to airline plan¬ 
ning and operating problems. 

The joint development of the SABRE ticket reservation system by 
American Airlines and IBM Corporation was the first milestone in 
American’s history as an aviation industry “systems” pioneer. In 1961 
when SABRE was inaugurated it was limited to handling reservations 
functions for ticket offices and airport reservation counters. By 1969 the 
system also stored each passenger’s name, phone number, and address. 
Additional data was collected for each flight and went into historical files 
to become basic source material. 


THE CORPORATE PLANNING MODEL 

In 1967 American began the development of a corporate planning- 
model, setting as its first goal the creation of a better and more efficient 
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method for sizing and scheduling its fleet and for evaluating the economic 
implications of alternative schedules. 

No theoretical solution to the aircraft utilization problem, described 
earlier by Mr. Langston, was considered practical. Instead, the typical 
scheduling practice was one of progressive refinement. By this method a 
trial schedule, generally patterned on the itineraries previously flown by 
the fleet, was introduced, and the flows and load factors of each route 
segment were reviewed. Adjustments were then made in successive revi¬ 
sions of the schedule in order to even out load factors, provide more 
direct routing for traffic flows, and strengthen or terminate uneconomic 
segments. American’s approach to the problem was to program a compu¬ 
ter to stimulate this iterative procedure of schedule adjustments as closely 
as possible. 

Since 1967 the structure of the model had been continuously revised. 
As of early 1970 the model handled itinerary generation, traffic routing, 
balancing aircraft movements, equipment, and revenue calculations. The 
output provided a list of feasible and legal aircraft routings, load factors 
(percentage of revenue-generating seat-miles to total seat-miles of capac¬ 
ity offered), and traffic flow information. Rerunning the model permit¬ 
ted an evaluation of the consequences of any further specifications or 
revisions that the planner wished to introduce. The flow chart of the 
Corporate Planning Model as of early 1970 is shown in Exhibit 1. 

Several constant inputs were built into the model, but six variable data 
groups had to be supplied for each computer “run.” 

A description of the six categories of variable inputs follows: 

1. Fleet Composition and Characteristics—A specified number of aircraft of 
each type were assumed to be available. Data inputs for each type included 
range, seat capacity, speed, ground time at through stops, direct operating 
costs and take-off and landing capabilities. 

2. Cities served—Characteristics such as time zone, longitude, latitude, and 
runway information were provided for each individual city. 

3. City-pair information—The distance, origin and destination traffic avail¬ 
able and the competitive status of the market were necessary. 

4. Route Restrictions—Governmental regulations or bilateral agreements 
with other airlines established legal limitations. 

5. Run Parameters—Program branch instructions determined the amount 
of detail in the printout and the search procedure of the itinerary- 
generator. A predetermined load factor was entered to terminate the 
generation of new itineraries. 

6. Inputted Itineraries—The computer assigned traffic to the inputted 
itineraries, and, if so instructed, generated new itineraries which supplied 
better service. Whether or not new itineraries were sought, the computer 
reported passenger routings, load factor, traffic flows, and other informa- 
tion useful to the planner. 



310 


Developments in Management Technology 



Exhibit 1 

Output from the model enabled the planners at American to deter¬ 
mine revenue and return on investment for the most practical and com¬ 
petitive utilization of a specified fleet. Additional applications included 
the ability to study an airline system market by market, and to do a 
detailed airport traffic and gate requirement study for each city within the 
system. The same outputs labeled Exhibit 2 and Exhibit 3 illustrated the 
depth of airline system simulation. The output tables discussed below are 
summaries of more detailed reports. 

The Daily Passenger Allocation Report (Exhibit 2) summarized results 
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Exhibit 2 


of the simulation of flight selection decisions passengers make, reflecting 
the possible and most probable origin to destination (O-D) passenger 
routing. The computer determined every no change (single plane) and 
one-change (connecting) routing that a passenger could consider for his 
flight. The number of routes listed in the no-change columns by number 
of O-D stops equaled the total number of daily flights available to the 
passenger. The number of passengers assigned to each column indicated 
the daily number that fly the segment and their routing distribution by 

number of stops. , , _ . . 

The program excluded itineraries which exceeded four stops printing 
a message which explained that passengers had not been routed and were 

receiving poor or no service. , r , 

The Flight Summary Report in Exhibit 3 recorded the results of the 
passengers’ simulated evaluation of the flight schedule, listing each seg¬ 
ment of every flight and indicating passenger movements. The following 
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Exhibit 3 .. ' * “ .. 1 

- i 






• 

* * 

F l ; 

[ C H 

T S 

U M M 

A R 

Y * « « 






NO. 

type 

TIME 

FROM 

TO 

ENPL 

CONT 

CONN 

COMP 

nrv 

CONT 

TTTnTTT 
CONN LOCAL 

SUM 

-cm—nnro- 

FLOWS FACTOR BLOCK 

- rT _ 

7T b . 5 - 

STFVETTUT 

2 

747 

8.45 

LAX 

JFK 

251 

0 

0 

2*6 

0 

5 

246 

251 

2 0.661 

4.48 





IS 

747 

18.15 

JFK 

SFO 

238 

0 

1 

239 

0 

0 

238 

239 

2 0.629 

5.38 

2.38 




25* 

747 

12.00 

5F0 

0R0 

169 

0 

0 

139 

0 

30 

139 

169 

5 0.445 

3.39 





183 

747 

18.45 

ORD 

LAX 

156 

0 

24 

180 

0 

0 

156 

180 

3 0.474 

3.54 





m 

747 

0.40 

LAX 

ORD 

98 

0 

0 

52 

0 

46 

52 

98 

3 0.258 

3.29 





181 

747 

9.50 

ORD 

LAX 

156 

0 

6 

162 

0 

0 

156 

162 

3 0.426 

3.54 





30 

747 

13.00 

LAX 

JFK 

185 

0 

0 

185 

0 

0 

185 

185 

1 0.487 

4.48 





59 

747 

9.30 

JFK 

SFO 

179 

0 

l 

ISO 

0 

0 

179 

180 

2 0.474 

5.38 





16 

7*7 

13.30 

5F0 

JFK 

198 

0 

0 

197 

0 

1 

197 

198 

2 0.521 

4.59 





1 

747 

9.00 

JFK 

LAX 

170 

0 

2 

172 

0 

0 

170 

172 

2 0.453 

5.24 





182 

747 

12.50 

LAX 

ORD 

200 

0 

0 

196 

0 

4 

196 

200 

3 0.526 






219 

7*7 

19.30 

0R0 

SFO 

110 

0 

28 

138 

0 

0 

no 

138 

6 0.363 






1* 

7*7 

8.30 

SFO 

JFK 

271 

0 

0 

263 

0 

8 

263 

271 

4 0.713 






21 

7*7 

18.00 

JFK 

LAX 

22 7 

0 

2 

229 

0 

0 

227 

229 

2 0.603 






60 

9*9 

9.00 

LAX 

PHL 

130 

0 

0 

130 

0 

0 

130 

130 

1 0.922 


7.41 




61 

949 

17.45 

PHL 

LAX 

164 

0 

0 

156 

0 

8 

156 

164 

2 1.163 


2* 00 




88 

9*9 

0.25 

LAX 

DIM 

88 

0 

0 

81 

0 

7 

81 

88 

2 0.62* 

4.05 

4.05 




99 

949 

11.35 

DTW 

LAX 

66 

0 

1 

67 

0 

0 

66 

67 

2 0.475 

4.33 

2. 33 




176 

949 

15.00 

LAX 

DTW 

61 

0 

0 

61 

0 

0 

61 

61 

1 0.433 

4.05 





530 

949 

8.25 

DTW 

JFK 

97 

0 

0 

97 

0 

0 

97 

97 

1 0.688 

1*17 

2*17 




3 

9*9 

12.00 

JFK 

LAX 

67 

0 

l 

68 

0 

0 

67 

68 

2 0.482 

5.36 

2.36 




4 

9*9 

16.30 

LAX 

JFK 

61 

0 

0 

61 

0 

0 

61 

61 

l 0.433 

5.00 

8*00 




265 

9*9 

6.30 

JFK 

BDl 

44 

0 

0 

41 

3 

* 0 

41 

44 

2 0.312 

0.32 







9.02 

ORQ 

SFO 

77 

14 

0 

5 

"53 1,1 

96 

“"16 . 

0 

—q— 
0 

5Z3- 

77 

~7T~ 

96 

-g — ffTSTJ?— 
4 0.681 

"7760. 

4. IT 

1.00 

"oSo. 

2.02 

3022.K6 

21* 

9*9 

13.30 

SFO 

ORO 

102 

0 

0 

70 

23 

9 

70 

102 

6 0.723 

3*49 




-rrcr 



—IT. 5 5— 


vvz 

44 


T5 

a * 

0 

3- 

-T5 

84 

8 0.596 — 

1.09 

2.09 

0. 30 

8.28 

2011.41 Sfj 



^55 

0R0 

TUS 

64 

57 

2 

0 

19 

78 

2 

0 

T5 - 

0 

57 

64 

78 

0.454 

10 0.553 

1.20 

0.20 

0.0 

0.20 

1631.27 

16* 

9*9 

n.oo 

TUS 

PHX 

37 

^0 

0 

2* 

13 

O’ 

2* 

37 

2 0.262 

o-ao 



2. Ifl 








_ 

0 

54 

s 

5 - 


60 

3 0.426 

4.32 

7.32 

0.40 

8.42 

5967. *.8 


Exhibit 3 


heading definitions helped clarify the types of passenger movements 

analyzed: 

ENPL — Number of enplaned passengers, i.e., originating pas¬ 
sengers at this location. 

CONT = Number of continuing passengers from previous leg 
on multistop flight. 

CONN = Number of connecting passengers travelling this leg 
based upon time of day and circuity. 

COMP = Passengers completing their trip on this leg. 

LOCAL = The number of people that flew only on a specific 

segment. 7 r 

SUM = Total number of passenger movements over this seg¬ 
ment. ° 
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CITY FLOWS = 


LOAD 
FACTOR = 
BLOCK 
TIME = 

LOCAL 
TIME = 

GROUND 
TIME = 

REVENUE = 


Number of cities that supplied passengers for the 
given city pair. 

Average daily load factor for each segment. 

Hours and minutes of actual flight time. 

Block times corrected for time zones. 

Time spent on the ground at a terminal. 

Yield reflecting the passenger movements, calculated 
from an equation which considered costs to board and 
costs per mile. The fare was computed on O-D rather 
than actual itinerary. 


Exhibit 4, the system summary, provided a daily breakdown of aircraft 
activity for the system. 

Another report, the Systems Distribution Analysis, related the network 
of flights to the passenger O-D figures. The average stage length, great 
circle distance from passenger origin to destination, was computed and 
compared to haul or distance the plane actually flew. This ratio moni¬ 
tored the efficiency of flight itineraries in serving passenger demand. A 
high ratio revealed that O-D passengers were flown excess miles due to 
multistops, indirect flight routings, or flight irregularities. 

An important application of the Corporate Planning Model was the 
generation of five-year forecasts for all American Airlines city pairs. 

Planners supplied the following inputs: 

American’s market share by city-pair. 

1. Domestic industry traffic base. 

2. American market share by city-pair. 

3. Segment growth rates. 
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Then a current forecast schedule was entered into the computer. The 
model was designed to flow previously computed passenger volumes over 
the route segments and divide passenger loads among available flights. As 
a final step, the model pinpointed poorly accommodated passenger flows 
and developed alternative aircraft schedules to improve service. In this 
process equipment types were assigned to each flight on the basis of 
equipment characteristics and passenger preference criteria. 

After each successive manipulation the model could provide computer 
printouts itemizing the total flight schedule by fleet mix, including plane 
nu es, flight hours, ramp hours and load factors. Arrivals and departures 
y station might be arranged by time of day to identify gate activity levels 
for all airports served by American. 

Given a traffic forecast the model calculated in individual “runs” the 
economic consequences of alternative fleet assumptions. Although the 
orporate Planning Model was not able to “make the decision” on op- 
tnnum fleet size and composition, by trial and error it assisted the planner 
m determining the most profitable and competitive fleet size and mix. 
From that determination an aircraft acquisition plan could be developed. 

THE PACIFIC ROUTE AWARD 

The extensive planning procedure resulting from the Pacific Route 
Award was an actual example of American’s corporate planners at work, 
it was also illustrative of the interplay between mechanical planning aids 
and purely human inputs. 

Mr. Kimbriel, Vice President of Corporate Planning, described the 
decision making process, “The Pacific route award allows us to extend our 
transcontinental route network to Hawaii, and to the international routes; 
Honolulu—Sydney, Australia, Honolulu—Auckland, New Zealand, and 
Honolulu-Amencan Samoa. For each of these so-called city-pairs, we 
have to project the future traffic activity of American. For example, for 
the city-pair Honolulu—Sydney, involving a flying distance of 5,078 
miles, we expect the number of passengers that will fly American will be 
something like this: 


1970 

1971 

1972 

1973 

1974 

1975 

1976 

Passengers per year 1 1 ,900 

12,320 

12,740 

13,160 

13,570 

14,000 

14,400 


“To carry this stream of passengers,” Mr. Kimbriel continued, “several 
types of aircraft might be used. Of course, we have our Boeing 
ntercontinentals. These planes, costing approximately 8.1 million 
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dollars, have a capacity of 131 passengers and a speed of 518 m.p.h. Soon 
we will also be able to use our new second generation planes. We could put 
the Boeing 747 into service on the Pacific routes in 1971, if we choose to 
do so. The “Jumbo” will carry 880 passengers at 530 m.p.h. The price tag, 
however, is uncomfortably high, 24 million dollars. From 1973 we 11 also 
be able to fly the routes with the long distance version of the McDonnell- 
Douglas DC-10. The “Air Bus” has a capacity of 254 passengers, speed 
530 m.p.h., and costs 19.1 million dollars. 

“I see several possible flight combinations over the coming years for a 
route like Honolulu-Sydney. For instance, we might plan to use the 
Boeing 707 for the entire period 1970-1976. Another alternative is to fly 
the 707 for three years and then switch to the DC-10 from 1973. On the 
other hand, instead of switching to the DC-10 in 1973, we might plan to fly 
our 747’s. With these passenger flows,” Mr. Kimbriel said, pointing to the 
figures below, “our load factors would clearly be highest if we used the 
707 all the way. 


1970 1971 1972 1973 1974 1975 1976 


Passengers per flight 

(One flight per day, each way) 32 33 34 36 


“If we disregard the effects of competition on the route, the choice of 
aircraft is quite obvious. We will be best off flying our smallest plane, the 
707, which has more than enough capacity. Also, our load factor will 
improve if we cut our frequency of service from one flight a day to, say, 
three flights per week, losing some passengers but probably carrying 
more on each flight. 

“The nature of competition, however, is such that we are forced to 
compete in terms of capacity offered, frequency of service, technological 
advantage of equipment, et cetera. Because of competition from the 
Australian national line, Qantas, we know that it is essential that the 
route should be flown daily at least once each direction and our traffic 
estimates are based on that frequency. With lower frequency, or older 
equipment, we wouldn’t get as large a market share. Therefore, as soon as 
Qantas introduces the 747 or the DC-10, American will have to consider 
following: 

“Using our computer model, we’ve been able to find the most profit¬ 
able flight schedule pattern for the Pacific as a whole. By modifying our 
over-all domestic flight schedule, reflecting the repercussions from the 
new flights between several U.S. continental cities and Honolulu, we 
know how many new planes of what type we ought to buy to serve the 
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Pacific. The model tells us to fly 707’s to Sydney. However, the competi- 

fr«uend«T,“ ™' h - “7" Choi “ “ ‘° aircraft VP« and route service 
“ a p,actlcal may have to disregard the solution 

that our model has given us and order several more large aircraft ” 


Case 2 

A. B. Astra* 
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Exhibit 1. FINANCIAL STATEMENTS 


Consolidated Profit and Loss Statement (in thousand S.Kr.) 


1972 _ 1971 

849.231 715.903 

761.434 643.289 


Operating income 
Operating expenses 

Operating earnings before de¬ 
preciation 

Calculated depreciation 

Operating earnings after depre¬ 
ciation 

Interests and dividends re¬ 
ceived 

Interests paid 

Earnings after nonoperating 
income and expenses 
Minority interests in sub¬ 
sidiary earnings 

Earnings before appropriations 
and taxes 

Fiscal depreciation in ex¬ 
cess of calculated 
To inventory and invest¬ 
ment reserve 

Earnings before taxes 
Taxes 

Minority interests in sub¬ 
sidiary appropriations and 
taxes 

Net earning for year 


87.797 

72.614 

26.500 

23.400 

61.297 

49.214 

3.236 

3.369 

8.170 

7.590 

56.363 

44.993 

- .191 

+ 1.972 

56.172 

46.965 

- 6.996 

- 6.309 

- 9.202 

- 3.412 

39.974 

37.244 

18.003 

14.731 

+ 1.072 

8 

23.043 

22.505 



Consolidated Balance Sheet 


Assets 

1972 

1971 


Current assets 

Blocked account in Bank of Sweden 
Fixed assets 


Liabilities and Stockholders’ Equity 
Current Liabilities 
Long-Term Liabilities 
Untaxed reserves 
Minority interests 
Stockholders’ equity 
Capital stock 

Restricted statutory reserves 

Free reserves 

Net earnings for year 


Assets pledged (incl. mortgages) 
Contingent liabilities 


352.521 

305.942 

1.734 

4.434 

304.208 

283.882 

658.463 

594.258 

166.791 

142.037 

157.509 

135.851 

134.166 

120.622 

5.389 

4.545 

100.000 

100.000 

35.937 

32.637 

35.628 

36.061 

23.043 

22.505 

658.463 

594.258 

92.946 

87.398 

24.417 

27.319 



318 


Developments in Management Technology 



following table indicates the magnitude of Astra’s 
businesses. 


sales in each of its 


1972 SALES IN MiLLION S.Kr. 


Division 


Total 


international 


Over 1971 % 


Pharmaceutical Products 
Industrial products 
Home Products 2 
Agricultural Products 
Protein Products 


589 

38 

114 

60 

47 


282 

21 

37 

18 

47 


14% 

26% 

28% 

15 % 

45% 


The chairman of the board of Astra was Mr. Jacob Wallenberg a 
leading figure in Swedish industry and finance. The president and chief 

executive officer was Mr. K. Arne Wegerfelt 53 and „ 
nresidenf eki r • r ~ ® 5 ’ 2 .tid the executive vice 

p esident and chief operating officer was Mr. Hans-Erik Leufstedt, 49. 

BUSINESS INVOLVEMENTS 

Pharmaceutical Division—Astra Pharmaceuticals 

c° r / antZatWn - Astra Pharmaceuticals, headquartered in Sddertalie 
Sweden, was responsible for the group activity in the pharmaceutical 

2 Chemical-based consumer products. 
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field. Research and development and marketing were carried out at five 
subsidiaries—denoted product companies: Astra Lakemedel, located in 
Sodertalje; Hassle, in Gothenburg; Draco, in Lund; Astra Pharmaceutical 
Products, Inc. (Astra-U.S.A.) in Worcester, Massachusetts; and Lematte 
et Boinot in Paris, France. Marketing was further handled by subsid¬ 
iaries—denoted marketing companies—in sixteen countries and by 
agents and licensees in an additional 100 markets. Manufacturing of 
pharmaceutical products in Sweden was centralized, with one major plant 
at Sodertalje. Minor pharmaceutical manufacturing units existed at a 
number of the foreign subsidiaries. (Exhibit 3 gives the formal organiza¬ 
tion chart for the pharmaceutical division.) 


Vice President- 
Pharmaceutical 
Division 





Quality 

Assurance 


Central 

Production 



Australia 


I -Belgium I 
j -Brazil ! 

I -Canada | 
I -Colombia | 
j -Holland | 
j -Germany l 
J -Mexico 
I -United i 
i Kingdom } 

1_1_I 


Exhibit 3. Pharmaceutical Division: Organization Structure 
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Each of the three Swedish product companies had its own marketing 
organization for Sweden and several sales forces; thus, a total of eight 
different sales forces were actively selling drugs in the home market. 
Marketing responsibility was with the product companies for their own 
product lines. 

In each of the other Scandinavian countries (Denmark, Finland, Nor- 
way), there was a national Astra company president in charge of a service 
staff and physical properties. Each of the pharmaceutical division’s prod- 
uct companies had its own sales organization operating within this com- 
mon services setup, with independent profit and loss responsibilities at 
each product company headquarters. 

Outside Scandinavia there were a number of marketing companies, 
each tied to a particular geographical region. For instance, there were 
marketing companies for England and Germany, headquartered locally. 
The marketing companies were responsible for handling all Astra drug 
sales within their particular areas. They would thus deal with the products 
of all five product companies. The marketing companies, not the product 
companies, would by tradition have profit and loss responsibility for the 
performance of Astra drug sales in their own regions. Thus, although the 
product companies were responsible for R&D and product-oriented 
marketing know-how on a global basis, they got credit only for profits 
from domestic and Scandinavian sales. Profits on international selling 
were credited directly from the marketing companies to the division. 

Astra-U.S.A. had started out as a marketing company, producing and 
marketing the Astra local anesthetic product line for the U.S. market. 
Due largely to the superior characteristics of Astra’s local anesthetic, 
Xylocain, the company had managed to get a market share of more than 
50% of the U.S. local anesthetic market. Over the years the Worcester 
organization accumulated a lot of knowledge about local anesthetics and 
this led to the initiation of research at Worcester. Research leading to 
cardiovascular applications of Xylocain was one of the successful under- 
takings pioneered at the new laboratory. In 1972 Astra-U.S.A. became an 
independent product company, with worldwide responsibility for the 
development of cardiovascular antiarrhythmic products. The present 
organizational structure of Astra-U.S.A. had been in effect since the 
spring of 1972, when marketing efforts were organized around four 
product groups. (See Exhibit 4 for organization chart.) The intent was to 
delineate between the company’s function as a marketing company for 
the U.S.A. and the worldwide product company function. Its four pro¬ 
duct managers would coordinate the activities of their own groups with 
members of the R&D, manufacturing and marketing forces. 

The Paris-based product company Lematte et Boinot was much 
smaller than the four other product companies. Although in principle it 
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too functioned as both a product company and a marketing compa y 
France, the modest magnitude of its research and product development 
activities made its operations comparable to the ordinary marketing com- 


^ Much of the interaction and communication between the product 
companies and the marketing companies was carried out.via product 
managers. The idea was that each product company would have prod¬ 
uct managers for the different groups of lines it handled. ea ^ 

of the marketing companies would have product managers handling one 
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Exhibit 4. Organization Chart, Astra Pharmaceutical Products, Inc. 


or a few lines each. There would be a dose communication between pairs 
of product managers responsible for the same product. It was felt, how¬ 
ever that with the^lack of size of most of the marketing companies it would 
simply be uneconomical and dose to impossible with a similar matching 
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products in both product and marketing companies. Consequently, a 
typical product manager in most marketing companies handled a sub¬ 
stantial number of lines. 

Product company activities. The product companies were somewhat 
specialized in their products reflecting their comparative areas of 
strength in research and development. For instance, Astra Lakemedel 
had a strong competence in local anesthetics and antibiotics. Draco con¬ 
centrated on pulmonary diseases and Hassle on cardiovascular related 
drugs. Each product company was thus active within a number of fairly 
specific areas of activities. This specialization was made in order to 
minimize interdependencies in R&D, marketing, and other functions. 
There was some overlap between the product companies’ areas of ac¬ 
tivities, however, partly because of the nature of research and develop- 
ment in the drug industry. One company might start a research project on 
a new drug for one specific use and find a different use for it. Although a 
project from one company thus might edge into other companies’ areas of 
interest, such a project would usually stay with the originating product 
company. Another reason for overlapping areas of interest was that a 
drug originally used for one purpose might turn out to have applicability 
in other areas, with or without small product modifications. One example 
was Xylocain of the Astra Lakemedel product company, which originated 
as a local anesthetic but lately had found wide uses in intensive care 
treatments after heart attacks. Xylocain for cardiac arrhythmia was not 
transferred to Hassle, although this application of the drug was within 
Hassle’s area of interest. In 1972, however, Xylocain was transferred to 
Astra-U.S.A.; this unusual move coincided with the elevation of Astra- 
U.S.A. to a product company. Both Astra Lakemedel and Astra- 
U.S.A. were thus active as product companies in Xylocain-based applica¬ 
tions, and both Hassle and Astra-U.S.A. were in the cardiovascular area, 
due to a set of circumstances analogous to those just described. 

The product companies were thus responsible for their own R&D. 
Their success, as well as the sucess of the pharmaceutical division as a 
whole, depended on their ability to launch good new products at regular 
intervals. Astra’s overall R&D costs in 1971 were 8.4% of sales and this 
expenditure had risen steadily over recent years, both in absolute and 
relative terms. The growing importance of R&D was a phenomenon in 
the pharmaceutical industry worldwide, yet the rate of drug innovations 
was decreasing. Most of the large pharmaceutical companies found it 
necessary to increase research because they were highly dependent on a 
steady outflow of product innovations to utilize fully their worldwide, 
expensive marketing organizations. 

Given the difficulty and importance of the R&D task, the assumptions 
underlying Astra’s R&D strategy became crucial. Astra had decentralized 
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its R&D efforts to each of the product companies. The three Swedish 
companies were located close to the three major Swedish universities 
permitting intimate cooperation in basic research tasks and use of faculty 
expertise. The research was centered as closely as possible around ten to 
twelve new drug developments, and an attempt was made to est ^ blls 
clear goals for each research effort. Thus efforts were concentrated 

within a few specialty sectors. . 

There were a number of distinctive steps that a new drug project went 
through from the time when research was initiated until full-scale market¬ 
ing was carried out. A project would typically have an investment life 
cycle.” For each of the stages in the drug’s development cycle a num er o 
funds outflows would be incurred. Funds inflows would start occurring 

only after the marketing stage was under way. , , , • . , 

Much of the Astra organization’s skill lay in the fact that it had high y 
competent specialists to carry out the tasks at each development stage. 
These tasks were generally quite different, and could be undertaken only 
by the specialist unit in question. For the manager of a product company, 
it became important to utilize these specialized human resources at a air y 
steady rate. In line with this, a high-priority, long-term task for manage¬ 
ment was balancing R&D and marketing. On the other hand it would be 
suboptimal to allocate so many resources and efforts to R&D that produc 
innovations would result faster than they could effectively be marketed. 
Nor should the marketing apparatus be so extensive that R&D woul 
unable to develop enough new innovations to utilize it fully. Mr. Leut- 
stedt, the executive vice president, felt that Astra’s strengths an wea - 
nesses worldwide in the pharmaceutical field might be broadly illustrated 
by means of the following diagram: 


Strength of 
Competence 



Type of 
Competence 
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The Nonpharmaceutical Divisions 

Over the years Astra had diversified into a number of nonpharmaceutical 
areas, a spread of activities that in 1968 prompted the reorganization of 
the company along divisional lines. The reasons behind the action were to 
strengthen a diversification move into areas related to pharmaceuticals so 
as to enable capitalization on the technical and marketing know-how, and 
to attempt to lower overall risk by engaging in businesses not exposed to 
the same type of risks. Each division was given a formal organizational 
status similar to that of the pharmaceutical division. 

Industrial Products Division—Astra-Dinol. H eadquartered in Hassle- 
holm, this division specialized in producing and marketing products 
through its two companies Tikamin, which concentrated on rust preven- 
tives, and Alkalion/Nordiens, which specialized in institutional dishwash- 
ing detergents and cleansers. In addition to those in the Nordic countries, 
the division had its own marketing organizations in France, Holland, 
Germany, Austria, and the United States, where it had formed a joint 
venture with Tuff-Cote, Inc., a U.S.-based rust preventive company, 
which in turn franchised out the rust-preventive process. It was repre¬ 
sented by agents in several other countries. The division’s sales were 
greatly influenced by the sales of automobiles, since car owners were one 
of the largest groups of customers. It was anticipated that the division’s 
sales would increase 20 to 25 percent per year over the coming two to 
three years, and that earnings would increase as well. 

Home Products Division—Astra Home Products. The division, headquar¬ 
tered in Stockholm, developed, marketed and, in some cases, manufac¬ 
tured consumer household goods and articles for use in sports and leisure 
activities. Operations were divided among four product companies: 
Wallco, which was in the business of personal hygiene products and 
cleansers; Sunco, which concentrated on food products and chemical 
specialties; Wallco Sport/Arjon, which produced sporting goods and lei¬ 
sure articles; and Gema, which was in the low price range of toiletries and 
cosmetics. The division was active in Sweden, Denmark, Finland and 
Norway. Much of its expansion had resulted from takeovers of smaller 
companies engaged in production, wholesaling, and distribution within 
the division’s broad area of activity. 

Agricultural Products Division—Astra-Ew os. The division headquartered 
in Sodertalje (but separately from the corporate and the pharmaceutical 
division headquarters) developed, manufactured and marketed special 
preparations for animal breeding through the Ewos corporation, and 
plant culture through the Plantex corporation. The division was now 
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firmly established with its own marketing setup in all the Scandinavian 
countries. In addition it also had minor marketing arrangements in 
England, France, Germany, Canada, the United States, and Australia. 
Research and development was an integral part of the division s activities. 
Over the last few years new or improved products had been developed 
which accounted for 70 percent of the division’s present sales. The divi¬ 
sion also attempted to apply the group’s know-how in fish proteins. 

Protein Division-Astra Protein Products. Headquartered in Gothen¬ 
burg, this division had its operations concentrated in three fields: food 
protein, proteins for animal feeds, and fish meal, the last being produce 
aboard the factory ship M/S Astra, operated by Astra Overseas Fishing, 
and jointly owned by Astra and a Norwegian shipping group. The com¬ 
mercial break-through in food proteins that was expected had not yet 
materialized, and this line of operations suffered a loss. International 
interest in the products was however, substantial. The division planned to 
extend its efforts by enlisting the cooperation of international relief 
organizations on various nutritional programs. Astra had held the lead¬ 
ing position in the world for many years in the area of fish protein 
technology and production but thus far had not had much success in the 
potential market for utilizing fish protein as a food additive. Fish protein 
was an entirely new food additive and the biggest problem was to over- 
come tradition, prejudices, and costs. As anticipated, regiona s ortages 
of skim milk had begun to open some markets for fish protein as an 
animal food. The company was convinced that interest in new protein 
sources for human use would also be increased. 


ASTRA’S LONG-RANGE PLANNING SYSTEM 


Start-up planning 

The president, Mr. Wegerfelt, had stated that planning would be a way of 
life at Astra and that his office was ultimately responsible for the overall 
strategic planning activities of the corporation. However, the heads of 
divisions and subsidiaries were to be responsible for developing their own 
plans. The intention was that the corporate strategic planning would to a 
considerable extent set guidelines and limitations for the planning ac¬ 
tivities of the divisions, and the division’s planning, m turn, would direct 
the subsidiaries’ activities. The director of corporate planning, Mr. Lars 
Adler, was hired from outside the company in late 1968, and was to assist 
the president and the heads of divisions and subsidiaries on matters of 
strategic planning. In 1971 the president’s special responsibility for 
strategic planning was further underscored by the establishment of the 
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office of executive vice president (Mr. Leufstedt), responsible primarily 
for operations, to allow the president more time for strategic and long- 
range activities. 

The first formal strategic plans were developed on a systematic basis in 
1969 by those units of the corporation which previously had undertaken 
planning on their own and thus had some experience in the field. By 
1971, all the divisions and most of the subsidiaries had offered their 
strategic plans, and the first consolidated strategic plan for the entire 
corporation, culminating in the identification of a number of planning 
issues requiring immediate attention, was presented. The first stage in 
introducing a formalized strategic planning in the Astra Company had 
emphasized a “bottom-up” approach. The guidelines and constraints set 
by the corporate level were mainly key target figures concerning expan¬ 
sion, profit margin, return on investment, and investment in R&D and 
plants as a percentage of sales. 

During the start-up phase Mr. Adler had put heavy emphasis on trying 
to develop an enthusiasm for and understanding of planning among the 
operating units. He was heavily involved in field visits to “sell” planning 
and introduce tailor-made systems for almost three years, from the time 
he joined Astra in 1968 until the first full-scale planning effort in 1971. 
The first round of planning was intended as a perception process, with 
the emphasis on listing major planning issues based on environmental 
conditions, available competence, and general target figures. For later 
rounds a more “systematic” input of economic evaluations and sales 
figures was scheduled. 

The corporate policy statement 

To give further direction to the planning effort, corporate issued a 
written policy statement defining Astra’s basic values and objectives. Its 
purpose was to provide general and long-term guidelines, not to define 
operating procedures in detail. Corporate emphasized that the 
company’s policies—excluding its very basic goals—would have to be 
continuously reviewed and revised, as markets and other external and 
internal conditions changed. 

The operating objectives were an effort to utilize Astra’s research 
capabilities for the development, production and marketing of medical, 
health and nutritional products and systems for the Scandinavian and 
international markets, with an increased emphasis on the international 
markets (80% of the growth were seen to come from the international 
markets). In addition, the company should be active in other fields 
where its specialized research and marketing skills might be applied 
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productively. Targets and minimum requirements for profitability and 
sales expansion were also proposed. Finally it was stated that the neces¬ 
sary product development for these targets should be assured primarily 
through comprehensive “in-house” research. However, although not 
the usual means to growth, acquisitions were not ruled out when they 
might be more advantageous than internal growth. 


The planning process 


The planning process was characterized by a predominantly bottom-up 
approach, with the conscious attempt to utilize management tools al¬ 
ready existing in Astra’s divisionalized corporate structure, such as 
autonomous budgets and economic targets and evaluation systems, and 
to tailor plans to fit the situation and problems of a particular division or 
subsidiary. To avoid formalizing the contents of the plans while allow¬ 
ing some degree of consolidation of the decentralized plans, a number 
of questions were specified: 

“What sort of business are you in?” (You” = you as head of your 
division or subsidiary company.) 

“How do you want to operate within this business?” 

“What will be the results you expect to achieve?” 

“What will be the consequences of your results for the rest of the 
group (cash flow, materials flows, organization, personnel, know¬ 
how, synergy, etc.)?” 

Three initial questions were also to be answered: 

“What have been the key events in your business up to now?” 
“What are your distinctive skills or competences?” 

“What core process or key decisions will make or break your busi¬ 
ness?” 


The corporate planning department had also developed a manual, in 
the format of a detailed checklist, for the development of divisional and 
subsidiary plans. The main headlines were as follows: 

Company policy and objectives— 

company philosophy and business concepts 
goals and targets 
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Analyses and forecasts— 

forecasts and analysis of the environment such as the industry and 
the national economic patterns 
analysis of the particular company or division 
Summary (strengths and weaknesses, threats and opportunities) 

Planning issues— 

perception and identification of major problems, key factors for 
success and possible future actions 
priority-setting of planning issues 

Plans and new policies including structural changes— 
development of existing fields of business 
penetrating new areas of activities 
discontinuation of present activities 

Economic evaluations— 

cash flow, resource requirements and resource generation 
results and contribution to group profits 

The developing strategic planning system needed to be coordinated 
with the many other planning systems that would recur at various 
intervals in the company, such as the annual budgeting, and functional 
planning for R&D, personnel, production, marketing, and finance; 
accordingly, during 1972 the corporate planning department had in¬ 
troduced a system by which strategic plans should be revised suffi¬ 
ciently early in the year to provide one of the bases for marketing 
planning and budgeting. Exhibit 5 reflects the critical sequence of dates 
for these planning activities at corporate, divisional and subsidiary 
levels. 

The R&D function was given specific recognition as an important 
part of the planning activity. A scientific committee met once a year to 
establish research priorities. This committee consisted of the heads of 
the company s pharmaceutical research laboratories as well as three 
outside scientists who had been retained by the chairman, Mr. Wallen- 
berg, and the president, Mr. Wegerfelt, as their personal advisors on 
scientific matters, reflecting the chairman’s desire to strengthen this 
important part of corporate decision-making. The R&D planning was a 
separate system in Astra, running from the product companies via the 
pharmaceutical division to the board. In the strategic planning of the 
pharmaceutical division the total resources allocated to R&D was 
stated, usually as a percentage of sales. Within this frame the R&D 
planning system allocated the resources to different projects. The 
balancing of the research project portfolio had been done very infor- 
mally, with no review procedure of all the projects in the portfolio, 
either at the level of each of the product companies or at the divisional 
or corporate levels. This procedure had operated well because at the 
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product company level the R&D people had very close contact with 
marketing people and the medical market. However, there was no 
formal long-range balancing of resources between R&D, marketing 
and manufacturing. The R&D planning system ran parallel with the 
general long-range planning system, the two being informally coordi¬ 
nated through close personal and operational contacts. 

The control system 

By tradition Astra had strong central control, except for R&D, with 
emphasis on short-term budget performance. With the attempt to de¬ 
centralize, culminating in the adoption of the divisional organizational 
form in 1968 and the introduction of strategic planning, the unique 
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position of the tight budget system as a steering instrument had di¬ 
minished, but even today the budget played a central role in the 
president’s control of the group. 

Budgeting took place during the period of September to December, 
starting with the subsidiaries, continuing with the divisions, and ending 
up with the whole group. Thus, although budgeting coincided with the 
final stages of strategic planning for the group as a whole, it was in fact 
based on all the separate strategic and marketing plans made earlier. 
Comparing performance to budget was done on a regular basis, with 
results reported for both products and markets. Top management gen¬ 
erally paid great attention to the follow-up of the budgets, since the 
process indirectly gave an indication of managerial competence. 

PLANNING ISSUES OF MANAGERIAL CONCERN 

Top management’s involvement in strategic planning 

By 1973 each of the divisions had a strategic planning system. There 
was, however, no formalized system to consolidate the divisional plans 
and to plan for relative changes over the years in allocation of funds 
among the divisions. Mr. Leufstedt attributed this lack primarily to 
size-difference among the divisions, the pharmaceutical division plan 
itself being close to the entire company plan. Each division plan was 
therefore reviewed and the sum of the approved plans became the 
corporate plan. At the budget stage, however, Mr. Leufstedt claimed 
some overall balancing took place among the divisions regarding their 
budgeted capital needs. 

There was a growing pressure from several of the organizational line 
units to receive more formal corporate feedback to their plans, although 
many saw the pattern of resource allocation allotments as indirect 
corporate feedback. Agreeing that something more systematic was 
needed, Mr. Adler stated that the next step was to sell the need for and to 
secure additional commitment by top management in strategic plan¬ 
ning, and to assure the top-down half of a two-way communication of 
strategic thinking. One staff analyst at the pharmaceutical division 
suggested building some sort of model to bring in “what if” thinking 
and sensitivity analysis in the evaluation of major strategic issues of the 
plans. 

“I feel that it would have been useful if the major proposed invest¬ 
ments in Astra had been discussed at the same time,” Mr. Mats Nilsson, 
president of Astra-U.S.A., related. “At least the plans of the five or six 
biggest organizational units should be reviewed together. Now, I fear 
that we may be taking a partial view. In fact, a problem with the concept 
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of divisionalized structure as we practice it seems to be that there is not 
enough overall portfolio planning. A coordinated point of view with 
regard to planning should take place at two levels, for the resource 
allocation within the pharmaceuticals division and for the resource 
allocation among the divisions.” 

Mr. Nilsson felt that the smaller divisions might be occupying too 
much of top management’s time, and that the pharmaceuticals division 
had not gotten as much top management attention as possible. He 
suggested that the smaller divisions might operate more effectively in 
independent settings if put under “rule of thumb” capital restrictions. 
Until now the smaller divisions had generally been given most of the 
capital they asked for. A tighter policy would force the divisions to 
reallocate resources that were tied up in less than absolutely necessary 
uses. He claimed that such a trimming process would encourage more 
prudent independent financial behavior in the smaller divisions. 

Mr. Nilsson commented on the planning review process as follows: 
“Obtaining corporate commitment to my plan depended very much on 
my own initiative. I gave a 45-minute presentation of my 1972 plan to 
the top executive group of the pharmaceutical division, explaining my 
key assumptions, planned action programs and expected financial de¬ 
velopment, and got only three questions back, all relating to relatively 
minor issues. I then took my plan directly to the president, then to our 
chairman of the board and finally to the board. A number of good 
questions came up and a penetrating discussion developed. I felt that a 
mutual understanding of the consequences of the plan developed and 
that, in fact, I had gotten a reasonable commitment from top manage¬ 
ment. Subsequently, I spent time with the executive vice president, Mr. 
Leufstedt, to discuss the operational implications of my plan. 

Degree of realism in plans 


One senior line executive felt that there was often too little realism in 
the plans, and gave as an example some of the minor divisions optimis¬ 
tic planning activity in the spring versus their realistic budget prepara¬ 
tion in the fall. He also noted that when the incoming plans were 
consolidated into the corporate plan this would not necessarily repre¬ 
sent a fair expression of the corporation’s direction for the future, partly 
because a simple aggregation of overoptimistic subplans would lead * oa 
too optimistic corporate plan. However, corporate level also had 
realized that some units were understretched. Even if faster growth 
were possible some divisions “played safe” and stayed at establishe 
target figures. It was also felt that the long-range plans were getting so 
rigid in terms of financial figures that there was a danger of extrapolat- 
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ing numbers instead of addressing the inventory of opportunities at 
hand. There would be a temptation to stress the economic evaluations so 
much that the plan would become a five-year rolling budget. The senior 
line executive felt that one way of achieving more realism and 
strategy-orientation in the plans would be for corporate headquarters to 
provide more initial steering in the planning process by specifying 
operational objectives for each of the organizational units. The plan¬ 
ning job for each unit would then be to codify these objectives by 
suggesting strategic actions to reach the desired objectives. 

Mr. Leufstedt realized that some of the incoming divisional plans (as 
well as budgets) would be more optimistic than others, reflecting the 
division management’s attitude towards risk and its understanding of 
the business. To some extent overoptimism as well as pessimism might 
be detected from comparisons with past performance. However, this 
would be of little help when dealing with newly acquired, rapidly 
growing or rapidly changing operations, such as several of the smaller 
divisions and foreign subsidiaries. In order to cope with this problem 
Mr. Leufstedt felt that a more effective analytical support unit was 
needed at central headquarters to back up central management with 
analyses, detect unreasonable aspects of the plans, and facilitate inter- 
divisional comparisons as well. 

According to Mr. Adler, there were many examples, especially in the 
smaller divisions, of unforeseen additional resource requirements. He 
believed this was due mainly to failure in realizing the limitations of 
competence and capability of the units in question. This failure would, 
of course, turn up later as unexpected scarcity of financial resources, 
inability to generate the expected cash, build-up of stocks of unsold 
goods, or various forms of managerial “crises.” 

Regarding the separation of R&D planning from the rest of the 
planning efforts, Mr. Nilsson noted that the pharmaceutical division’s 
investment allocations into R&D projects tended to be decided almost 
solely on the basis of scientific knowledge, and he was concerned that 
this important class of strategic decisions was not encompassed in the 
formal planning process. He felt that the evaluation of an R&D project 
should include an additional production and marketing plan, to get a 
better feel for the additional investment requirements as well as the 
approximate payback for the project. Further, no project should be 
decided in isolation, but in the context of an evaluation of the portfolio 
of projects to ensure that the quality of each project would be judged 
relative to others. A staff assistant to Mr. Adler saw no way of including 
in the plans the financial consequences of R&D projects in their early 
stages, and he felt that it would be difficult to get the research organiza¬ 
tions to cooperate because of the inherent uncertainty of research and 
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lack of financial aptitude among the researchers. Also, in inclusion of 
R&D decisions in planning would open another potential conflict area 
between the product companies and the marketing companies because of 
the need to agree on which research projects to undertake while allowing 
for future product portfolio needs. Time-horizon problems would prob¬ 
ably also enter into such a discussion. “Our independent resource alloca¬ 
tion to R&D is a company philosophy and you have to remember that the 
R&D people really are the most important and significant professional 
group in Astra. We have not yet formed a better working system,” Mr. 
Adler stated. 


The planning system and organizational structure 

One senior line officer felt that the organizational dilemma regarding 
the tasks of the product companies relative to the marketing companies 
was not satisfactorily settled, and that there was too much short-term 
decision-making to improve the immediate profit and loss perform¬ 
ance. The marketing company managers should instead be encour¬ 
aged to think “in balance sheet terms,” i.e., to increase their feeling for 
the importance of an effective utilization of the capital employed. The 
officer did not feel that the present system with use of return on invest¬ 
ment (ROI) calculations was of much help, partly because of the mar¬ 
keting managers’ basic sales attitudes and partly because of lack of 
appreciation of the importance of the ROI-figures. Even if the present 
system were modified to cope with disfunctions due to the marketing 
companies’ short-range profit and loss behavior, this would not be suffi¬ 
cient to ensure a reasonable balance between products and markets. 
Thus, he felt that considerable benefits might be achieved by reorganiz¬ 
ing the pharmaceutical division into four or five product group areas with 
global profit and loss responsibility. These should then be responsible for 
product development as well as for marketing on a global basis. 

Mr. Adler felt that the present system of delineation of responsibility 
had worked fairly well as long as the Swedish market was the major 
profit-generating source, but with rapidly expanding international 
sales, confusion was setting in. He indicated, however, that Astra need 
not abandon its present organization of product companies in order to 
get global profit and loss responsibility. A matrix organization system 
might achieve this. 

Mr. Nilsson felt that the nonpharmaceutical divisions would not get 
the right sorts of information and support from the pharmaceutical 
division when attempting to utilize this division’s international organi¬ 
zation for their own internationalization. A smaller division going into a 
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new geographical area should be required to pay its own expenses. This 
would, of course, not prevent the smaller division from buying certain 
services from the pharmaceutical division’s organization in the given 
area. Mr. Nilsson believed that it was important that the smaller divi¬ 
sions should be separately capitalized all the way and have to work with 
their own realistic profit and loss statements and balance sheets. This 
would give the proper motivation to these divisions’ international arms. 

In this respect, one senior executive felt that it was important that 
Astra-U.S.A. had achieved the status of a product company, because this 
might enforce a realization of the duality of the U.S. subsidiary’s present 
task, being both a product company on a worldwide basis and a geo¬ 
graphical marketing company. Anticipating potential conflict between 
these two tasks, the officer indicated that the U.S. executives were 
trying to develop informal contacts with executives at each of the other 
product companies to effect joint approaches to future R&D and 
marketing. The discussion on organizational structure had been going 
on for five years, ever since the decision to expand internationally had 
been taken. He felt that the most suitable way for the company’s organi¬ 
zational stru cture to adapt to an international strategy would be to 
abandon present product companies as key decision-making units and 
instead organize and plan through worldwide product groups. 

In terms of Astra’s future organizational development, Mr. Leufstedt 
saw the need to preserve the strong competence apparent in some areas 
while strengthening competence in weaker areas—the worldwide mar¬ 
keting company structure, for one. Given Astra’s new strength in the 
pharmaceutical area with the increased need for rapid and full-scale 
worldwide marketing efforts to capitalize on a new product’s advan- 
tages and uniqueness, Mr. Leufstedt was concerned that the strength¬ 
ening would take too long. Also, since the economic magnitude of 
developing new pharmaceutical products from initial research to com¬ 
mercial launching had increased dramatically, the cost of not doing a 
top job in marketing was considerable. Merging with another company 
with complementary strengths and weaknesses was ruled out, as written 
in the group policy statement, mainly for reasons of political infeasibil¬ 
ity. Instead experts were sent out from Sweden to build up the foreign 
marketing company organizations. Mr. Leufstedt felt, however, that this 
approach would only represent a temporary and short-term solution 
and only in relatively untapped markets. To ensure the long-term suc- 
cess of Astra in a given geographical area it seemed essential to draw 
heavily on nationals for key management positions. This was also felt to 
be necessary to facilitate the implementation of Astra’s stated policy of 
becoming a full-fledged international company. 
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Benefits and disappointments from the planning experience 

To the question of whether it was possible to point out specific positive 
as well as negative consequences of planning so soon after full-scale 
planning had been introduced at Astra, Mr. Leufstedt replied: “The 
most important positive benefit had been the perception of new alterna¬ 
tives, policies and growth paths. Another benefit has been in the discus¬ 
sion of why certain targets do not get achieved. Today, we are much 
better equipped to judge the relative importance of the various reasons 
for setbacks, and to keep a “clean” discussion focusing on this. Through 
planning we have gotten early warning about a number of problems that 
we previously were unaware of, and we have been able to take corrective 
actions. For instance, we were not aware of the degree of overlap that 
turned out to exist in the activities of a number of our units, particularly 
between our product companies in the pharmaceutical division, be¬ 
tween our home products and agricultural products divisions, and be¬ 
tween our protein division and agricultural products division. We have 
already been able to tackle this, or have the problem under close monitor¬ 
ing. Another problem that became apparent was that some of the smaller 
divisions diversified rapidly, taking over new companies, their major 
objective seeming to be more to boost growth and performance figures in 
plans, budgets and internal accounting than to add new businesses that 
logically fitted in with and could complement existing activities. Maybe 
the biggest problem with having the divisions undertaking their own 
diversification policy turned out to be that they got involved with a 
relatively large number of smaller acquisitions. Given all the extra ad¬ 
ministrative problem-solving created by this, it would in retrospect prob¬ 
ably have been better if Astra spent its money and administrative talents 
on consummating one or a few large mergers instead. What turned out to 
be appropriate size in a merger candidate differed from the divisional 
and corporate points of view. 

“Planning might also have created a feeling of unrealism and overop¬ 
timism, together with a tendency to overlook less comfortable prob¬ 
lems. More probing and questioning would be necessary in order to 
reinforce realism in planning, Mr. Leufstedt felt. He also felt that central 
management maybe had had a tendency to say “yes” to the division 
managers, in order not to dampen a division’s initiative, and also be¬ 
cause it was difficult for corporate headquarters to argue against the 
special knowledge of the divisions. “A major challenge for us at corpo¬ 
rate management is to have enough competence and knowledge to be a 
skillful partner in the strategic discussions with units that cover many 
separate areas and business ideas,” he stated. 
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Mr. Leufstedt also saw a need to push some of the marketing com¬ 
panies to develop more useful plans. Mr. Leufstedt was particularly 
concerned that lack of emphasis on planning might lead to overlooking 
environmental scanning and markets monitoring needs for product 
modifications or discontinuance, or new product opportunities. Given 
the lead-times required to develop a new drug he felt that a strong 
worldwide marketing scanning function was necessary. Mr. Leufstedt 
thus saw as essential giving frequent support to the marketing companies 
for their planning efforts, particularly in terms of planning assumptions 
and information enabling the marketing companies to make relatively 
reasonable priority decisions in their plans. In rare cases of conflicts 
between the plans of a marketing company and those of the product 
companies the divisional management would have to step in as a problem 
solver or decision maker. 

Mr. Adler felt that the call for the set of highly quantified economic 
evaluations had turned out to be a rather awkward hurdle in the im¬ 
plementation of planning. Economic computations of this kind might 
discourage the visionary” and perceptive element of the planning 
process, provoke a mechanical extrapolation of earlier developments, 
or create a deceptive feeling of precision. Thus, it might lead to a de¬ 
gree of stated accuracy, or the taking up of a definite position, that 
might not always be possible or even desirable. Finally, the role of plans 
might get to be confused with that of budgets, even to the extent that 
they might be compared a number of years later with actual results. 

The quantification of the plans was, however, also felt to yield a 
number of positive benefits. Above all, it might facilitate the perception 
and identification of structural changes. Also, it might add pressure to 
give substance to the plans, serve as a way to check the realism of the 
plan, and signal possible obstacles. Finally, economic data would be 
necessary for certain parts of corporate planning, such as the allocation 
of economic resources, financial planning, and planning for risk Mr 
Adler stated. 6 ’ 

When asked about the usefulness of the plan for the management of 
their operation, senior executives answered variously. One noted an 
increased sense of a coordinated pattern, permitting a better judgment 
of the consequences of changing assumptions. Another spoke of a 
general increase in the level of conscience. It was felt that the plan 
would be useful for the divisional headquarters too. U.S. subsidiary 
executives already credited the plan for a revised and in their opinion 
more meaningful pattern of resource allocations to the subsidiary, re¬ 
cently decided on at the divisional and corporate headquarters. 
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Planning Issues Ahead 

In a recent statement the president, Mr. Wegerfeldt, had given a stand¬ 
ing order on cutting down resources and time spent by corporate staff 
on corporate planning. This had led a number of managers to question if 
the long-range planning process should be changed or not, and, if to be 
changed, in what ways? How might one arrive at a proper balance of 
commitment by top management to corporate planning? Would it be 
necessary to attempt to arrive at a different match between organization 
structure, top management style, and the design of the planning system? 



Case 3 


Texas Instruments 
Incorporated * 


Management Systems 


Since the end of World War II, sales of Texas Instruments Incorpo- 
rated (TI) had grown at an average compound rate of 25% per year, 
reaching $764 million in 1971. Over the same period, profits had grown 
at a rate of 24%. This growth had been internally generated, with the 
exception of one acquisition in 1959 which amounted to about 25% of TI 
sales in that year. Exhibit 1 presents a 10-year review of the company’s 
growth which indicates that it was accompanied by conservative financial 
policies. Publicly traded shares of TI stock had historically sold at a 
higher-than-average multiple of earnings. 

This case describes the management systems that were developed 
within TI to assist its executives in achieving a sustained rate of inter- 
naHy generated growth. The particular focus of this case is on the 
company’s formal system for strategic long-range planning, a system 
which TI called its Objectives, Strategies, and Tactics system (OST). The 
case also discusses TI s organization systems and reporting systems. 

Corporate Structure 


In 1972 TI was a technologically oriented company with diversified 
interests in industrial, government/military (about one-third of sales) 
and consumer markets. Operations were organized into four groups. 
These groups were not based on such typical organizing categories as 
product lines or types of customers served. Instead, each of the four 
groups reflected a different perspective as to how TI products and 


* This case was prepared by R. F. Vancil with the assistance of Texas Instruments Incor¬ 
porated, as a basis for class discussion rather than to illustrate either effective or ineffective 
handling of an administrative situation. 

Copyright © 1972 by the President and Fellows of Harvard College. 

b >L the Intercollegiate Case Clearing House, Soldiers Field, Boston, Mass. 
U-.Ibd. All rights reserved, to the contributors. Printed in the U.b.A. 
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services could be related to a customer’s processes and systems. The 
Materials Group dealt with products that would be raw materials for a 
customer’s production process. The Components Group was concerned 
with products that would be subassemblies in the customer’s process or 
replaceable parts in his equipment. The Equipment Group produced 
machines that would perform sensing or processing operations in the 
customer’s system. The Services Group provided systems support and 
services for a customer’s operations. 

Given this operational structure depicted in Exhibit 2, the various 
groups within TI were all natural customers for each other. Moreover, 
the development of any new product or service to be marketed by TI was 
likely to require the coordinated, cooperative effort of most, if not all, of 

the four groups. . . . 

The four operating groups were broken down further into divisions 

and then again into 77 Product Customer Centers (PCCs) which oper¬ 
ated like complete small business organizations with their own short¬ 
term profit responsibility. Texas Instruments credited the PCC with 
contributing much tow'ard developing a spirit of customer responsive¬ 
ness and innovation in management and also toward developing en¬ 
trepreneurial managers. 

OBJECTIVES, STRATEGIES, AND TACTICS 

The primary reason that TI had developed its OST system was to 
facilitate the management of innovation. The need for such a system 
was expressed by Mr. S. T. Harris, Officer of the Board, as follows: 

“As the organization grows, it gets more complex. Hundreds and then 
thousands of customers are involved, often in multiple locations. e 
number of customers grows. Operations extend into many states and 
often into many countries. Governments all over add complexities of 
reporting and of regulation—some of them necessary, some of them not. 
To exploit an invention or innovation fully and to get broad distribution, 
the price must come down. The margin between price and costs gets 
narrower. At a relatively early stage in the development, so far as this 
invention or innovation is concerned, it becomes far more important that 
the principal managers be good administrators than good innovators. 
The administration in a technologically based business may often require 
good, or even deep technical skill, but at this stage what counts is the aid 
that kind of knowledge brings to administration, not to innovation. 

“To handle the growth and increasing complexity, the organization 

i Th ese remarks by Mr. Harris are excerpted from a speech he delivered at the London Graduate School 
of Business Studies on May 22, 1970. 
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Exhibit 1 TEN-YEAR REVIEW TEXAS INSTRUMENTS 
INCORPORATED AND SUBSIDIARIES IN 
THOUSANDS OF DOLLARS 


Years Ended December 31 1971 1970 

Operations 
Net sales 


Income before provision for income 
taxes 

Provision for income taxes 
Net income 

Earned per common share (average 
outstanding during year)f 
Cash dividends paid per common 
sharef 

Financial Condition 

Total current assets 
Total current liabilities 
Working capital 

Property, plant, and equipment (net) 
Long-term debt, less current portion 
Shareowners’ equity 


$764,258 

$827,641 

$831,822 

59,478 

25,755 

52,043 

22,182 

60,301 

26,790 

33,723 

29,861 

33,511 

3.05 

2.71 

3.06 

.80 

.80 

.80 

$414,706 

153,308 

$349,642 

138,685 

$336,924 

147,653 

261,398 
154,954 
94,778 
328,702 

210,957 

171,436 

86,801 

303,236 

189,271 

182,377 

94,595 

281,548 


Common shares (average 
outstanding during year)f 
Employees at year-end 
Shareowners at year-end 


11,042,736 11,036,115 10,959,489 

47,259 44,752 58,974 

16,210 17,738 17,808 


1968 


$671,230 

50,362 

24,038 

26,324 

2.41 

.80 

$277,393 

120,235 

157,158 

145,835 

52,927 

253,462 


10,909,686 

46,747 

18,649 


t Adjusted for stock split in 1966 and for stock distribution in 1963. Except for 1966 there 
would have been no significant difference if earnings per share had been computed on b’asis of 
sharesoutstanding at year-end. In 1966, earnings per common share outstanding at year-end 
were ^3.14, 


decentralizes into groups, divisions, departments, and branches. The 
total job is divided up and cut into the size pieces that a good administra¬ 
tive manager can get his arms around. This is logical and good manage- 
ment practice. But unless the general managers understand their jobs 
thoroughly, the company is in danger of becoming no more than the sum 
total of the decentralized parts loosely governed at the corporate level, 
primarily from a financial point of view. 

“Consequently, though the organization as a whole may have far more 
of the tools, the opportunity, and the skilled people needed for innova¬ 
tion, the exposure of any one manager is restricted. He simply fails to see 
the larger opportunities to solve problems of the right scale for the whole 
corporation. 

Another undesirable pattern which too often develops is the gravita- 
tion of resources toward short-term problems with a consequent neglect 
of long-term, major impact programs. As a result, the organization can be 
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1967 

1966 

1965 

1964 

1963 

1962 

$568,507 

$580,314 

$436,369 

$327,579 

$276,477 

$240,693 

41,098 

63,722 

46,273 

34,857 

25,087 

16,381 

18,243 

29,768 

21,434 

16,816 

12,948 

7,824 

22,855 

33,954 

24,839 

18,041 

12,139 

8,557 

2.11 

3.30f 

2.46 

1.80 

1.22 

.85 

.75 

.55 

.50 

.40 

.32 

.24 

$242,915 

$253,705 

$186,721 

$123,500 

$105,967 

$ 90,263 

97,520 

112,142 

89,072 

65,627 

50,985 

37,216 

145,395 

141,563 

97,649 

57,873 

54,982 

53,047 

138,883 

123,752 

81,215 

56,354 

47,852 

42,634 

54,265 

51,935 

48,708 

3,937 

5,700 

7,463 

234,134 

217,320 

132,618 

111,293 

97,761 

88,651 

10,845,663 

10,291,973 

10,091,248 

10,011,217 

9,894,919 

9,866,837 

38,736 

38,686 

34,519 

24,551 

21,616 

18,166 

20,065 

19,903 

16,566 

15,867 

15,827 

17,031 


misled into believing that it is making sound investments for the future, 
when, in truth, the resources may be largely consumed in responding to 
current crises.” 

The system which TI developed to improve its management of inno¬ 
vation was based on a formal structure of hierarchial goals. This struc¬ 
ture was described by Mr. Grant A. Dove, Vice President for Corporate 
Development, in the following terms: 2 

u The OST system amounts to a statement of goals and the plans for 
achieving these goals at the appropriate level in the organization. The 
goals expressed in OST form a structure, of hierarchy, beginning with the 
Corporate Objective and extending downward to Business Objectives and 
Strategies, and finally, Tactics [Figure 1.]. 

“Our Corporate Objective states the economic purposes, the reasons 
for existence of the organization. It also states in broad terms our product, 
market, and technical goals. It defines our responsibilities to our employ¬ 
ees, our shareowners, our community, and society as a whole. And, it 


2 These remarks, and other quotations attributed to Mr. Dove in this case, are excerpted from his 
speech at the London School of Business Studies on May 22, 1970. 
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A HIERARCHY OF GOALS 



Figure 1 

establishes the financial goals by which we measure our contribution to 
the economic development of society. 

“The Corporate Objective is supported by a set of Business Objectives. 
Each of these is expressed in terms of (1) a business charter which 
establishes the boundaries of the business, (2) an appraisal of the potential 
opportunities we perceive in this business, (3) a study of the technical and 
market trends, and (4) the overall competitive structure of industry serv¬ 
ing this business. 

“Performance measures are established which include specific goals 
for financial factors, such as sales, profit, return on assets, and served 
available market penetration for five and ten years ahead. 

“In addition, we attempt to project the market and the product mix, to 
establish technical goals, and to identify obstacles or boundaries limiting 
the business. 

“Finally, we attempt to look at ourselves in a mirror and critique the 
overall Objective. We carefully evaluate the competition, the threats and 
contingencies we might have to meet, market shifts we might anticipate, 
and attempt to evaluate what we must make happen in order to achieve 
success of the Objective. The ranking of these key factors, then provides a 
priority list for future management attention. 

“We expect the Objective to be challenging enough, even shocking 
enough, to force a radical rethinking of the Strategies and Tactics. For 
example, any time we have enough well-defined Strategies to give us a 
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EXHIBIT 3 

TEXAS INSTRUMENTS INCORPORATED 

Examples of Tactical Action Programs 

TI’s management selected three examples to illustrate three 
different types of TAPs: (1) a technology - product develop¬ 
ment program with long-time horizon and relatively large 
investment, (2) a marketing-oriented program with rather 
specific short-term goals and relatively small-scale invest¬ 
ment, and (3) an internal capability development program 
of moderate scale and time horizon, oriented neither to 
products nor markets but to the generalized manufacturing 
process. 

1. Under our overall strategy in the Radar Systems 
Business, we have a TAP to accomplish certain 
specific business objectives in air traffic control , 
which has a well-developed milestone structure out 
for three years, and less frequent milestones on out 
to six or seven years. Funding of the TAP is ac¬ 
complished on an annual basis using the OST decision 
packages. This TAP is technologically oriented, and 
aimed at developing the next generation radar, dis¬ 
play, and information management systems required 
for future air traffic control problems. 

2. Another TAP is designed to impact our long-estab¬ 
lished line of products for thermal overlead protec¬ 
tion of electric motors. Basically this is a market¬ 
ing- oriented program, with only secondary impact 
on product design activities. It contains specific 
actions relating to certain markets and certain ac¬ 
counts, with goals of specified increases in market 
penetration during the planned year. This program 
has a much shorter time horizon than (1) above, and 
tends to be a one-year program typically, subject to 
revaluation of its continuing need at year end. 
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EXHIBIT 3 (continued) 

Another example is selected from a non-product type 
strategy. We have an overall strategy for develop¬ 
ment and implementation of advanced manufacturing 
techniques containing a TAP to integrate directly the 
mechanical design process into the manufacturing 
process. This involves using automation and soft¬ 
ware skills to put the designer into the manufacturing 
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high confidence level in exceeding the goals stated in a business Objective, 
then that business Objective probably is not ambitious enough, and the 
probability of truly innovative strategic thinking is likely to be slow. 

“At the next level in the goal structure is the Strategy statement. The 
Strategy describes in detail the environment of the business opportunity 
to be pursued in support of the Objective. Normally, there will be several 
Strategies supporting each Objective. Altogether, we had more than 50 
Strategies operating in 1969. For example, if we had an Objective to 
achieve certain goals in the automobile market, we might have one 
Strategy involving automobile electronics, one involving material applica¬ 
tions, and perhaps another for safety systems. The Strategy looks ahead 
over a number of years, normally from five to ten, and intermediate check 
points are defined along the way providing milestones against which to 
judge progress. Progress measurement is an element of a Strategy not 
included at the Objective level. Finally, the contribution of the Strategy to 
the overall Objective is defined in quantitative measures and a critique is 
formulated which assigns a success probability to the Strategy. 

“Next in the goal hierarchy is the Tactical Action Program, or TAP. 
[Examples are given in Exhibit 3.] A TAP is a detailed action plan of the 
steps necessary to reach the major long-range check points defined by the 
Strategies. It normally is short term, covering 6 to 18 months of effort. For 
each planned Tactic, a responsible individual is designated, a start and 
finish schedule is established, and the required resources are defined. 

“As we progress downward through the OST system, plans are formu¬ 
lated at an increasing level in detail. We have major goals at the Objective 
level, major milestones at the Strategy level, and individual responsibility 
with resource allocation at the Tactic level. Below the Tactic level, each 
TAP is broken down into individual work packages which we manage by 
means of standard program management techniques. The detailed plan¬ 
ning at this level provides the basis for planning and control of resources 
through the OST structure.” 


ORGANIZATION SYSTEMS 


Mr. Dove described how the OST system operated within the context 
of the corporation’s formal organization structure, as follows: 

“What we have with OST is a system that gives us a method of plan¬ 
ning, review and control which cuts across the operating structure of 
groups, divisions and PCCs. It provides a mechanism for assembling 
capabilities and challenging efforts to achieve results that could not be 
achieved by any one organizational element.” 
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Figure 2 


The Two-Hat Concept 

“One way to visualize this overlay is to use a matrix with the traditional 
organizational units across the top and the OST structure at the left 
margin [Figure 2]. Typically, the matrix organization concept has been 
used to illustrate the overlapping of a project organization with a func¬ 
tional technology organization. Here, the matrix is showing something 
entirely different. It is showing the relation between a strategic mode and 
an operating mode within the same organization. 

“One of the roles of a Strategy Manager, as indicated here, is to identify 
the TAPs required, represented by Xs in the matrix, and to pull them 
together from across the company into a coordinated strategic plan. Many 
times the Strategy Manager also is the manager of a Product-Customer 
Center, especially if there is one PCC able to take a dominant role in the 
Strategy. Nearly always, the Strategy or Tactic Manager also will have an 
operating role to play. Only in rare cases does the Strategy Manager or 
Tactic Manager have that job as his full-time assignment. 

“Frequently, an Objective Manager also will be a Division Manager, 
though this is not always the case. When it is the case, we simply have a 
single manager wearing two hats with clearly designated goals for both 
growth and profitability. This now gives us a way to tie our long-range 
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strategic plans to our short-term operational planning and control ac¬ 
tivities. 

Through the OST overlay, we have a goal structure for strategic 
activities as well as operating activities. Not only can we measure profit 
and loss performance operationally, but we also can allocate resources 
through the OST structure and measure our progress toward these 
strategic goals. Now, your new idea has a home. It can be given resources 
for further development and, if the progress warrants, heavier support 
later. A number of outcomes are possible. Your idea might develop as a 
Tactic. Or, it might even be the catalyst which would lead to a new major 
corporate goal at the Objective level. Whatever the case, your idea would 
be clearly a part of the OST structure and would be recognized and 
supported by deliberate choice. It won’t have to be bootlegged, or 
dropped completely through the crack. 

Thus, at Texas Instruments, our managers are given a dual responsi- 
bility for both Strategies and Operations. In recent years, we have delib- 
erately tried to create an environment in which it becomes natural for 
managers to distinguish between their operating and Strategic modes. 
Lest I mislead you, let me re-emphasize that we are talking about two 
modes within the same organization, and not about two distinct organiza¬ 
tional structures. In fact, in the majority of cases—say about 75%—the 
execution of both modes is through a single manager. 

There are a number of reasons why we have chosen to develop the 
second, or strategic, mode, within the organization. First, the strategic 
mode gives us a mechanism for large-scale opportunities, or those re¬ 
quiring combinations of resources not found in a single unit. Second, it 
gives us a mechanism for planning and controlling our investments for 
the future, and for making sure that we do achieve the desired balance of 
priorities between short-term and long-term activities. 

To achieve this balance, it was necessary to structure the system so 
that each manager, in his strategic role, would have roughly the same 
influence and stature as in his operating role. [This structuring in¬ 
volved two distinct steps.] The first involved the simple decision to 
allocate strategic resources through the Strategy Managers. In the case 
of a single manager serving both the operating and strategic role, this 
amounted to a separation of strategic investments from operating ac¬ 
tivities in a manager s profit and loss statement. In other words, he and 
his managers were given visibility to plan and control both the strategic 
and operating components of his business. In the exceptional case 
where we would have full-time Strategy Managers, this created a 
mechanism for the allocation of a strategic budget apart from the 
operating profit and loss statement. In either case, the strategic budget 
represents funds that the Strategy Manager can choose to spend any¬ 
where in the organization to get the skills and resources which he needs. 
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Incentive Compensation Systems 

“The second step was the development of a compensation structure, 
which measured strategic performance as well as operating perform¬ 
ance. An important part of this structure is what we refer to as Key 
Personnel Analysis (KPA). KPA is a system of annual comparative 
assessment of individual Tiers. The procedure involves classification 
of Tiers into five comparative rating groups, and eventually a paired 
comparison based upon contributions during the current year, for indi¬ 
viduals in the top group. 

“Starting with the immediate supervisor, individuals are rank- 
ordered on the basis of their relative performance and contribution, and 
an adjustment to base salary is recommended. The ranks are combined 
at successive levels of the organization until the department level is 
reached. The department manager identifies ‘bench mark’ people 
among those inhis department. Bench marks are those people judged as 
having made equal contributions, even though they are in different 
functions and job grades. This procedure permits merging of the rank¬ 
ings reaching the department level into a single department ranking. 
Each person then is placed in one of five comparative rating groups of 
20% each. The top 20% group is paired-compared—that is, each person 
is paired with every other person, and one of each pair is selected 
against the contribution criterion. From this, a new rank ordering is 
achieved. The process is repeated at Division and Group levels, 
bench-marking each time to produce merged rankings. Several cross¬ 
cuts are made on job grade and job function, including a separate 
ranking by the President of all Strategy and Objective managers. Incen¬ 
tive bonus award recommendations based on the rankings are made for 
up to 20% of the salaried population. The KPA approach has provided 
an effective way to award strategic performance. 

“During a series of interviews in the spring of 1972, several TI exec¬ 
utives acknowledged that one effect of the KPA system was to create a 
competitive environment within the company. These executives 
thought the system was constructive, nevertheless, because peer rivalry 
encouraged better performance. ‘As a practical matter,’ one manager 
said, ‘KPA is not as much of a zero-sum game as it sounds like. The 
system does force us to examine performance at the very lowest levels in 
the organization and attempt to identify people who have done a super¬ 
lative job. As the ranking process moves up the hierarchy, however, 
only a very few people from the lower levels manage to survive the 
screening. The informal test that each of us uses in identifying our key 
personnel is, who is contributing most to the success of the business? 
The net effect of the process is that almost all of the managers in the 


350 


Developments in Management Technology 


higher ranks participate in the bonus pool. It would be a rare event, for 
example, for a PCC manager not to receive a bonus/ 

“Another aspect of TTs incentive compensation systems was a stock- 
option plan. One participant in this program commented, “It’s really a 
very unusual plan. Most stock-option plans involve an award of so many 
shares to an individual, and the only restriction on his right to exercise 
the options is that he must stay with the company for several years; the 
options vest at, say, 20% of the shares each year. In our plan, an award is 
made for a certain number of shares, but vesting is conditional upon the 
company meeting a specified earnings per share target each year. The 
fact that all executive options are tied to the same EPS target thus 
establishes a common goal for the management team. To some extent, 
this group goal tends to mitigate the individual competition that is 
inherent in our KPA system.” 

Committee Structure 

TTs top management had formed two important operating committees, 
the OST Committee and the Management Committee. Commenting on 
the composition and role of these committees, Mr. Gene Helms, TTs 
manager of Advanced Corporate Planning, spoke as follows: 

“In 1969, TI created an OST Committee to make strategic resource 
allocations, and review strategic activities. The OST Committee has 13 
permanent members including the president, the four group vice presi¬ 
dents, and other officers including the vice president of corporate de¬ 
velopment (to whom I report). The committee meets about 18 times a 
year for a full day. The agenda for each meeting normally is settled 
beforehand and includes a rigorous re-examination of at least one busi¬ 
ness objective or consideration of a major new business opportunity. 
Topics discussed are: (1) the appropriateness of the objective in light of 
current information; (2) progress in the strategic development of the 
objective; (3) any actions which should be taken at the corporate level to 
accelerate or otherwise modify the strategic programs for that objective. 
Besides this, managers of key strategies and tactics frequently meet with 
the OST Committee for progress reviews, or when initiation of new 
programs is under consideration. 

“Since each of the eight business objectives is reviewed at least once 
a year, and because most TI managers have some tasks to perform for at 
least one and often several objectives, there is now more of a tendency on 
the part of our managers to look upon OST as a living and important 
system. Also, the OST meetings provide a forum for the consideration of 
new objectives in light of our changing corporate situation. 

“Another important feature of the OST Committee’s function is the 
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impact that it has had upon strategic conflict resolutions. All of our 
objective managers now report (in the strategic mode) to the OST Com¬ 
mittee. In the operational mode they report to their group vice presidents 
who sit on both the OST and Management Committees. (The latter 
committee has nearly the same composition as the OST Committee, but at 
separate meetings it treats operational issues and the overall allocation of 
resources between the operating and strategic modes.) In the OST Com¬ 
mittee meetings, members are expected to adopt a corporate perspective. 
The fact that no member is associated exclusively with any single objec¬ 
tive, but that all members are responsible for the management of the 
objectives, facilitates unbiased consideration of the objectives.” 

THE RESOURCE ALLOCATION PROCESS 

Continuous Review 

Mr. Dove described the review process of the OST Committee in the 
following terms: 

“The Objectives and Strategies contain all the essential elements of our 
long-range plan. In fact, the OST documentation is our long-range plan. 
In the operational mode, we budget and control to an annual plan, which 
is just a snapshot of one year of the long-range plan. 

“Figure 3 is a schematic representation of our planning cycle. 


PLANNING CYCLE 



Figure 3 
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Throughout the year we are concentrating on our Objectives and 
Strategies, revising the basic premises and checkpoints. This gives us the 
environment and guidelines we need for the more detailed annual plan¬ 
ning to follow. Then, in the fall and winter, with the economic and market 
outlook in mind, we set our annual goals and the split of funds between 
the strategic and operating modes. Tactics are revised and new ones 
generated. We normally have many more defined Tactics than we can 
afford to undertake at any one time. 

“The Tactics are then grouped into logical, stand-alone decision pack- 
ages which are rank-ordered by the Strategy managers. Based upon the 
guidelines for strategic funding of business objectives and individual 
strategies a cut-off line is drawn, and packages above the line are given a 
tentative approval. Those falling below the line are not discarded, but 
remain in what we call our ‘creative backlog’ and have an opportunity to 
move up for approval at a latter time when resources become available. 
This process is repeated at the Objective level, where adjustments in the 
allocation between Strategies may be made, and decision packages falling 
below the cut-off line at the strategy level have another opportunity for 
a PP rova l* Finally, we allocate a segment of the strategic funding directly 
from the corporate level to certain decision packages. This provides an 
opportunity to fine-tune the resource allocation below the cut-off line at 
the Strategy and Objective level. But mostly, this gives us a mechanism for 
starting new ventures which for the various reasons could not normally be 
undertaken by one of the operating units. 

“What I want to emphasize here is that the Objectives and Strategies 
give us a living and dynamic long-range plan, tying the activities together 
from top to bottom. We are attempting to space our Objective reviews 
throughout the year so that top management can devote time for an 
in-depth study of each Objective, and yet never be more than 12 months 
away from the most recent Objective review.” 

Elaborating on Mr. Dove’s comments, Mr. Helms said, “One of the 
reasons that this continuous updating process works as well as it does is 
because of our computer-assisted planning model. We call it modplan, 
for ‘model planning,’ but it’s really nothing more than a very simple 
computer program which takes much of the arithmetic out of revising 
any long-range plan, or shorter-term forecast. An Objective Manager 
can specify ten key variables for his business over the next 10 years and 
ha.ve these converted by the computer into condensed conventional 
financial statements and related statistics. Having such a tool thus 
permits the OST Committee to focus on the specific actions that the 
manager must take in order to make his assumptions come true.” 

The net effect of this planning flexibility,” Mr. Helms continued, 
is that at any particular point in time we do have a long-range plan, 
represented by the sum of the modplans that have currently been ap- 
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proved for each of our Objective Managers. On the other hand, changes 
in these plans are so frequent that we really don’t take the trouble to 
prepare a nice thick volume called ‘The Plan’ the way many companies 
do. The only real plan, therefore, is the set of TAPs that will be under¬ 
taken during the next year or two, and the specific funding of those takes 
place as a part of the annual budgeting process.” 

Budgeting and Forecasting 

“We really have two budgets for the year,” Mr. Helms continued, “one 
for OST funds and the other for operating expenses. The key point is 
that expenditures associated with each category appear as separate and 
distinct line items on the P/L statement for each unit. We begin with P/L 
models for the coming year consolidated from each unit to give a first 
approximation to our scale of operations and expected profitability. At 
this point, all OST funds are considered discretionary, and in effect, are 
accrued in one big pot for allocation purposes. Zero-based budgeting is 
applied to the operating segment of expenses. The OST package is 
allocated among Objectives, and then to strategies and TAPs using the 
OST decision package approach.” 

“The balance between the OST expenses package and the operating 
expense package is a top-level, long-term/short-term type tradeoff. The 
key principle is that operating profit (as measured before OST expendi¬ 
tures) must meet certain standards for each business, and the zero-based 
budgeting approach gives visibility to help at the operating profit level. 
The size of the OST pot, of course, is influenced strongly by the total 
operating profit, and the pressure naturally is to beat down operating 
expenses so that we can invest more in OST programs. 

“The preceding remarks primarily apply to the setting of targets for 
key P/L indices (operating expense, operating profit, OST expense, etc.) 
at the corporate level. In succeeding phases of the planning cycle, new 
information appears as both operating and OST decision packages 
which are matched to the available budgets. The iterative loop is closed 
by providing for appeals upward which can result in adjusting the 
original targets. 

“We simply are dividing a total expense package into two segments 
so that we can look at each segment from a different viewpoint. The 
operating segment is examined from the viewpoint of operating effi¬ 
ciency and maximizing year-ahead profits. The strategic segment is 
considered on a companywide basis as though it were completely dis¬ 
cretionary and is the element in our resource allocation process which 
permits decisions to change the business mix, product emphasis, or 
overall direction of the company. 

“The entire OST pool is not necessarily allocated to the Objective 
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Managers at the beginning of the year. We retain approximately ten 
percent of it as a contingency for subsequent use by the OST Committee 
for new opportunities that may arise. The use of OST funds can be 
modified during the year by managers at any of the three levels. A TAP 
Manager is permitted to change the nature of his activity on his own 
discretion, as long as it doesn’t change the Tactical goal which he is 
committed to achieve. Similarly, changes and reallocation of funds may 
be made at the Strategy Manager or Objective Manager level as long as 
there is no change in the goal which has been approved by higher 
authority. 

“We had a recession in 1970, as you will recall, and that spring, as it 
became apparent that we were going to have trouble meeting our earn¬ 
ings’ commitment, we did begin to cut back on OST funding. By early 
summer, however, it was apparent that the downturn was hitting us 
rather severely. The choice that top managemet had to make was 
whether or not to continue to reduce the spending on OST projects. 
Mark Shepherd finally drew a line, saying that he would not cut OST 
funds below a certain level. There is no way of knowing what the right 
answer is in such a situation, of course, but he believed strongly that we 
should not mortgage our future simply for the sake of current year 
profitability. Subsequently, we held OST funding at about the same 
level in 1971 until we were sure we were out of the woods. Our funding 
for 1972 now exceeds the amount we were spending in 1969. 

“Once our OST and operating expense budgets are set for the coming 
year, our detailed budgeting then proceeds. We only budget future 
performance by quarter. Actually, we prepare our quarterly budget as 
much as 10 quarters in advance. Right now, each of our PCCs has a 
quarterly budget running through the balance of this year and for all of 
1973. This summer they 11 extend that budget, again by quarters, 
through 1974. This is not as much work as it sounds like, because the 
level of detail is still not very great; the quarterly budget is also pre¬ 
pared with computer assistance and uses somewhat more input assump- 
tions than the objective models. In effect, preparing a quarterly budget 
is simply the task of providing more detailed assumptions for the 
modplan that has been approved by the OST Committee. 

As the year progresses, each manager prepares a rolling forecast 
four to six months in advance. In December, for example, the manager 
will submit a revised monthly forecast for the next three months and 
will, for the first time, provide a monthly forecast for the three months 
of the second quarter of the coming year. Injanuary, the forecast for the 
five months February through June is revised. The forecast is revised 
again in February for the remaining four months, and in March the 
cycle starts over again with a revision of the forecast for April through 
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June and a presentation of the first monthly forecast for July through 
September. These forecasts are at the level of detail sufficient for 
analysis of actual performance. We think it’s the right way to do plan¬ 
ning and budgeting; we start with annual gross data 10 years out in 
modplan, convert that to quarterly budget data for up to 10 quarters out, 
and then convert that to monthly forecasts for up to six months. Another 
advantage of this approach is that it eliminates any problem of interface 
between the long-range planning activity and budgeting. All budgeting 
and forecasting are coordinated by the corporate operation’s controller; 
he starts to track expected corporate performance more than two years 
ahead of the event. Starting at that point, it’s easy to get consistency 
between the first quarterly budget and the then current modplan. Any 
subsequent revisions in the budget that may be necessary are then 
coordinated through the Controller’s Department.” 

Planning Methodology 

“As you’ve gathered by now,” Mr. Helms continued, “we’re not very 
enthusiastic around here for elaborate methodological approaches to 
planning. Speaking philosophically, it seems to me there’s a major 
problem of injecting methodology into a human organization. The 
literature abounds with elegant solutions to well-formulated problems. 
However, very well-formulated problems appear in strategic business 
management. Even fewer businessmen are prepared to accept someone 
else’s strategic model as a guide to their own behavior. Too often, we’ve 
tried to extend into the strategic planning area the same points of view 
which have proved successful operating planning approaches. Because 
they have been applied to more routine tasks, these approaches have not 
been required to interact strongly with variations in management style. 
In strategy, style is everything, and planning approaches must deal with 
style variations effectively, or fail.” 

“At TI, we have proceeded on the premise that long-range planning 
can be imbedded successfully within the primary operating organiza¬ 
tion. Our commitment to accomplish this has placed first priority on 
matters of organization development and culture, rather than on mat¬ 
ters of pure planning methodology. This had been implemented by 
creating the OST structure of goals, and superimposing it upon our 
traditional organization structure. By doing so, we are building in a 
consciousness of the future. We are creating a distinct orientation 
toward two different time frames. When successful, this creates two 
management modes within the same organization: a strategic mode and 
an operating mode. 

“Consistent with this philosophy,” Mr. Helms continued, “we do 
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formalize the results of our planning activities with an annual planning 
conference. It’s held in early December each year, lasts for three days, 
and about 500 of our managers attend some part of that conference. 
Each operating group is allocated a part of the agenda, and in the course 
of three days each division manager, each PCC manager, each Objective 
Manager, and each Strategy Manager will speak briefly to the group; 
that’s about 90 men in all. About 150 of the highest ranking managers 
attend the entire three-day conference, and other managers come in to 
listen to the part that is relevant to their sphere of activities. The 
purpose of such a conference, of course, is primarily communication; it 
helps to keep the corporation knit together. Another advantage, how¬ 
ever, is that each manager makes a public commitment of what he 
proposes to achieve during the coming year, and we think that helps to 
ensure that he really will try to deliver on his commitment.” 

REPORTING SYSTEMS 

“Our reporting systems are not all that unique,” Mr. Helms ex¬ 
plained, “but obviously they’re very important in allowing us to ensure 
that our plans are being executed as intended. Because of our dual¬ 
mode approach to management, our reporting systems focus on both the 
PCC Manager and the TAP Manager.” 

Mr. Dove described the effects of dual responsibilities on a profit- 
center on a PCC manager in the following terms: 

Suppose we have a common situation where you happen to be a 
Strategy Manager and a PCC Manager, both at the same time. You are 
responsible both for current operating results and for a long-range 
Strategy. How will you reconcile the two roles, and how will you avoid the 
temptation to delay and cut back strategic efforts every time an operating 
crisis comes along? 

“Let’s look at a simplified profit and loss statement for the PCC [Figure 
4]. As a typical PCC Manager, you will be expected to wear two hats, the 
first as an Operating Manager concerned with today’s operating results, 
and the second as a Manager of Strategic activity for longer range results. 
For today’s operations, you will be measured relative to your planned 
operating profit. Within limits, you are free to make adjustments in the 
operating expense budget in order to bring about a maximum operating 
profit. But remember that you also have a strategic hat to wear. This 
means that you also are going to be measured by how effectively you 
utilize the strategic expense. In other words, how well are you achieving 
the milestones and checkpoints established at the time the strategic ex¬ 
penditures were approved? 

Once the plans are made and resources allocated, Objective, Strategy 
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STRATEGIC OPERATING 

ACTIVITIES PCC PROFIT/LOSS STATEMENT ACTIVITIES 
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and TAP Managers are given decentralized authority to obligate the 
expense, capital, and people resources, make adjustments as necessary to 
meet the goals, and resolve conflict as it occurs. The results and progress 
on strategic activities will be reviewed first by the TAP Manager, and then 
successively at the Strategy Manager level, the Objective Manager level, 
and by the Corporate Development function. Through this path, the 
strategic resources are allocated and controlled. Accountability for 
operating profit, on the other hand, is through the Product-Customer 
Center to the Division and Group levels. As we shall see, the respon¬ 
sibilities for strategic and operating activities tend to converge closer and 
closer to single individuals as we move up higher in the organization. As a 
result, Group and Division Managers are wearing both hats and have 
responsibilities for both operating profit and strategic expense. This, in 
turn, means that they are accountable for the bottom line on the P/L 
statement—the organization profit.” 

In fact, of course,” Mr. Helms said, “our reporting system is much 
more detailed than the simplified example Mr. Dove displayed. Here 
(Exhibit 5) is a copy of one page from the actual report for one PCC 
Manager for one month. As you can see, we make the usual comparisons 
of actual against budget and forecast. In addition, on other pages in the 
report, we get an opportunity to see how good a forecaster the manager 
is because we can track actual against several previous months’ fore¬ 
casts.” 

“One of the problems in getting a system like OST started is in 
framing the definitions of just what expenses fall into the OST pool. We 
started out by asking each group manager to present his own proposal 
for the expenses which he viewed as “discretionary.” We then tried to 
resolve the differences in perspective among the group managers, but 
even today we have slightly different definitions of what types of ex¬ 
penses constitute OST activities. More important than a rigid definition 
that is applicable to all groups is the consistency of the definition within 
any given operating unit. Here it’s very important for top management 
to take a hard-nosed approach in order to make sure that OST activities 
are not being funded sub rosa out of operating expenses. 

When each TAP is funded, it’s given a project order number, and all 
costs on that TAP are charged against that account number. About 80 
percent of the total OST expenditure is for personnel costs—primarily 
engineering. Fortunately, because of our early history in government 
contracting, our engineers were used to keeping records of their time. 
Accumulating TAP costs by project greatly facilitates separating out 
OST expenses from the operating expenses in any given PCC. 
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“Then, of course, we track the performance on each TAP with a 
monthly status report such as that shown in Figure 5. 

“For management review, the status of each TAP is reported monthly 
in a simplified format which enables us to tell at a glance how the TAP 
stands on a number of critical factors. Yellow and red bars indicate that 
higher level management action is needed to solve a problem. Monthly 
reports covering detailed financial data and manpower resources also are 
distributed to TAP, Strategy, and Objective Managers.” 


EFFECTIVENESS OF MANAGEMENT SYSTEMS 


At lunch, midway through the interviews in the spring of 1972, several 
TI executives chatted with the casewriter about the effectiveness of TPs 
planning system. One of the executives described the operation of the 
system in the following terms: “The sum total of our efforts to change the 
future of TI can probably be divided into three pieces: (1) efforts which 
should be managed as a part of the system but which escape the system 
and occur as sub rosa activities, (2) efforts which are managed as a part of 
the system but are not affected by it—that is, activities that would be 
undertaken whether we had such a system or not, and (3) efforts which 
are affected because of the system by which proposals are reviewed and 
approved.” 

In the ensuing discussion, there was general agreement among the TI 
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executives at that lunch that perhaps 15 percent of the total discretionary 
efforts of the corporation were in Category 1, perhaps 30 percent in 
Category 2, but that more than 50 percent of the company’s innovative, 
future-oriented activities were being better managed because of the OST 
system. 
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